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Relative Advantages of ‘Trust Companies and 
Accountants as Trustees and Executors. 


The earliest case in which fiduciary responsibilities were as- 
sumed must have been when the first man undertook to carry out 
the expressed desire and intentions of some deceased friend or 
kinsman in regard to his estate and to distribute the same in ac- 
cordance with such intentions. This may have been and probably 
was in the very early and simple state of society before customs 
had crystallized, or laws been enacted to govern such conditions. 
We know that in very far off times the ties of kinship required 
that a man should assume willingly the responsibilities of ad- 
ministering the estate of his next of kin, and that any unfair deal- 
ing with the property committed to his trust, or injustice per- 
petrated upon the survivors of his dead kinsman, was met with 
stern judgment and punishment. 

From all times, it must have been the object of any man pos- 
sessed of any property, to provide so far as possible for the safe 
administration of the same after his death, and to that end he must 
have sought to place it in the hands of some one in whose honesty 
and faithfulness he could justly confide. While people were still 
nomads or pastoral, and their property consisted almost ex- 
clusively in flocks and herds, the administration of a man’s estate 
must have been comparatively simple, but even then the adminis- 
trator must have realized his duty to distinguish carefully between 
the increase in the flocks of the deceased and that of his own. 
Customs and conditions have changed as civilization has in- 
creased ; yet to-day there is the same desire on the part of any 
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testator to find in the executor of his affairs the fundamental and 
identical qualities of ability and trustworthiness which the first 
man desired to find. It is of record that Jacob was cognizant of 
this distinction. 

It would be an interesting study to trace the increasing num- 
ber of forms in which men, as society became more complex, need- 
ed to assume fiduciary relationships toward each other. Primarily, 
these relationships were created only for the benefit of carrying 
out the intentions of a deceased friend. Later these obligations 
must have been undertaken in simple forms for those who, still 
living, were not able to administer their own estates and desired 
some one to assume their care. As the forms of property multi- 
plied, this service became more and more responsible and onerous, 
while a body of laws was gradually created in all civilized coun- 
tries, defining the duties and declaring the responsibilities of 
trustees. Coincidently, this service, which was originally one of 
kindness to which any remuneration was only incidental and not 
a moving cause thereto, was subject to an established scale of 
fees, beyond which the trustee was not supposed to be benefited. 

The development of the code of laws was attended by the 
growth of a custom constituting the legal adviser of the testator, 
his executor. It was quite natural that the man whose advice was 
sought in drawing the will should be chosen to execute its terms, 
and this custom was a step in the direction of recognizing the 
need of special equipment for the service of trustee. No doubt, 
in the main, the estates of decedents have been honestly and care- 
fully administered whether the administrators have been profes- 
sional or non-professional men. Perhaps the greatest criticism 
applying equally to both classes might be that the administrators’ 
lack of experience in business and financial affairs has resulted 
so often disastrously to the interests of the estates. Particularly 
would this be the case where partnerships were to be liquidated 
or transactions carried on to conclusions or undivided interests to 
be determined and realized. 

With the increasing complications of business affairs, and 
especially after the creation of the “artificial person” or corpora- 
tion, it became essential to devise some method by which fiduciary 
responsibilities might be undertaken by others on behalf of indi- 
viduals or corporations. This necessity led to the formation of 
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trust companies which should undertake the functions which 
involved liability on the part of the performer to a degree greater 
than any individual might be competent to assume. Such cor- 
porations could perform these fiduciary acts with greater advan- 
tage and safety to the parties interested than could be done by 
any individual, and their creation was of great benefit to the busi- 
ness communities. Among their primary duties was the ad- 
ministering of estates, and for the performance of such duties the 
companies offered very large advantages. These advantages have 
been very fully recognized and they are of great importance. In 
the first place, the companies offered the element of safety, there- 
by relieving the patron from the anxiety of doubt as to the careful 
preservation of the principal of his estate. The substantial capital 
of the company would be regarded as a guarantee for the safety 
of his own funds; second, in the administration of testamentary 
trusts which might continue for many years, the perpetuity of an 
incorporated organization was especially desirable ; and third, the 
company could employ able legal and technical talent of all kinds 
to pass upon matters within their special spheres. 

The purpose of this article is to consider, so far as possible, to 
what extent the desired objects have been attained by trust com- 
panies which have served as executors or trustees under wills. 
These desired objects, as have been stated, are simple, namely, 
that the property of the estate should be carefully conserved and 
the intent of the will carried out. It is difficult to generalize upon 
such a subject, for the observation of no single person is broad 
enough to afford a proper basis for such generalization—any con- 
clusion must be based more upon collateral than direct facts. It 
may be conceded at once that, in general, the affairs of the trust 
companies have been honestly administered, and this statement 
will apply to their fiduciary functions as well as to their banking 
operations. 

So long as the trust companies confined themselves to the per- 
formance of their trust duties, their history was one of almost un- 
marred prosperity and benefit, but the charters under which they 
have been organized have given them large powers and 
very comprehensive privileges. Not only have they been 
enabled to perform all trust functions of all classes and 
descriptions, but they have had also practically all of 
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the banking privileges which have been granted either to na- 
tional or state banks without many of the restrictions attending 
the latter. There has been a constant cry for many years that the 
trust companies have encroached enormously upon the fields 
which the banks formerly considered as belonging exclusively to 
them, and that because of the lack of official examination and con- 
trol the companies were enabled to do a class of business which 
was of great profit, but which was denied to the banks. They 
could make loans in amounts and upon conditions which were 
prohibited to the banks. They could participate in financial 
transactions and engage in enterprises in a manner which no bank 
could undertake. The history of the trust companies and their 
affairs, so far as has been disclosed to the public, leads one to 
believe that many of these transactions and financial undertakings 
have been attended with great and unjustifiable risks. This belief 
is confirmed by the facts which have been revealed when failure 
has befallen companies which were considered sound and re- 
sponsible. The ability to engage in underwriting undertakings— 
more or less disclosed as the case might be—has been a tempta- 
tion to which many have succumbed, and while no broad criticism 
is intended, it is certainly within the knowledge of every intelli- 
gent person familiar with financial matters that the frantic efforts 
to attract business and to make large profits have frequently 
brought many companies perilously near the edge of failure. The 
profits of these companies, it must be remembered, are de- 
rived in large part from their banking functions, and whatever 
contributes to enlarge their opportunities or increase their avail- 
able capital must be of moment to them, so that while their affairs 
have been in the main very intelligently administered—in the 
interest of the companies—it is nevertheless true that the indirect 
benefits to a trust company arising from its ability to act as 
executor or trustee are much larger than the direct benefit in the 
form of fees, and it is therefore reasonable to suppose that intelli- 
gent self-interest may somewhat obscure the vision which should 
regard primarily the interests of the estates committed to their 
charge. This is no prejudiced indictment, but it must be borne 
in mind that the companies have the ability to join in financial 
operations in the forms of underwriting, buying and selling of 
securities and lodning or using their funds as participants in 
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transactions from which a profit may be expected. Hence their 
interests being so diverse, they are enabled to secure benefits from 
the handling of the funds of an estate which would be quite be- 
yond the scope of an honest individual executor. The individual 
could derive no benefit from maintaining a large cash balance on 
hand; the trust companies could.” An individual could make no 
honest gain in the purchase by the estate of any particular securi- 
ties ; the companies could sell those in which they have an interest. 
So there is always a question as to whether a corporation can be 
wholly disinterested in the administration of affairs when it can, 
while keeping strictly within the letter of the law, at the same 
time derive material advantages by exercising intelligent self- 
interest. 

There is one element to be sought in the conduct of the affairs 
of an estate which is of paramount importance, the personal 
interest of the administrator in carrying out the spirit of the 
testament under which he acts. Whenever a man has designated 
a friend to become the custodian and dispenser of his property, he 
has endeavored to choose one who he believed would best under- 
stand his wishes and would be the most ready to carry them out in 
the spirit in which the testator himself might have administered 
them. There is no doubt that the natural inclination of most 
friends has been and always will be to execute the wishes of the 
dead as fully as possible, and the personal interest which has been 
taken in such execution presumably has been great. This per- 
sonal element is largely sentimental and varies according to the 
temperament, conscience and relationship of the individual, but 
wherever found, it constitutes a very valuable asset of the estate 
when lodged in its administrator. This personal element is usually 
absent from trust company administration, which is of ne- 
cessity carried on according to rules of procedure, which are fixed 
and inflexible. 

Conceding these defects in trust company management of 
estates, is there any class of men in whom can be found the essen- 
tial qualities desirable in the administration of the affairs of 
others? Are there any men who are honest in their intentions, 
capable in the performance of their duties, intelligent in their 
discrimination of the conditions of business and investments, and 
able to merge themselves and their own interests in the interests 
of those whom they serve? 
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It is fortunately possible to answer this question in the affirma- 
tive. With the growth of wealth and the increase in the com- 
plexity of affairs, there has been a simultaneous development of 
the profession of accountancy. It is unnecessary here to make 
any attempt to consider the history of this profession, but it is 
manifest that in the last twenty years, and particularly in the last 
ten, there has been witnessed, in this country at least, a steady 
growth not only in the numbers of those who have adopted the 
profession, but also in the scope and clearer recognition of its 
functions. If anything seems to be demonstrated in regard to 
this profession, it is the fact that it seems to express to the public. 
who understands it at all, the idea of technical skill combined with 
trustworthiness of character, and very recently has it come to 
pass that the reputable professional accountant is occupying more 
and more the position of business adviser, who is asked to con- 
sider the most important and intricate questions in practical 
affairs, so that his capability is increasingly acknowledged. 

From the very nature of his work, he becomes intimately ac- 
quainted with the exact conditions and histories of enterprises of 
all descriptions, so that the successful accountant must necessarily 
be intelligent. Furthermore, the natural training of an account- 
ant conduces to produce and develop a cast of mind which enables 
him to examine any question submitted to him in the most dis- 
interested manner, with an eye single to the interest of his client. 
The writer believes that the training and practice of our profes- 
sion produce this quality in a marked degree. In fact, the abstract 
conception of an accountant in the public mind connotes fidelity, 
and the history of our labors has borne out the correctness of that 
conception with but few exceptions. If it be true that a man 
should seek in the administrators of his affairs the qualities of 
fidelity, trustworthiness, and business ability and judgment, the 
combination of qualities will be found to exist in a more pro- 
nounced degree among accountants, as a class, than among any 
other class of men, professional or non-professional. Certainly 
no class of men have equal opportunity for knowing and realizing 
the general conditions prevailing which might tend to appreciate 
or depreciate securities in general, nor can any class know so inti- 
mately the real condition of specific affairs. To these advantages 
may be added that the accountants have no ends of their own to 
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seek in fulfilling any fiduciary functions which may be committed 
to them. They are not engaged in underwriting transactions, 
nor have they any securities whose sale they are desirous to pro- 
mote. It would be of no advantage to them whether any estates 
which they might be administering should have a large or small 
balance of cash in bank, nor could they in any way be benefited 
except through the legitimate emoluments which would accrue to 
them as trustees or executors. 

Should the accountant lack the necessary legal or practical 
knowledge to enable him to decide intelligently upon any point, 
it is as open for him to secure the same as it is for the corporation. 
He can employ the best counsel or the most practical and effi- 
cient skill as well as they, so that the trust companies would have 
no advantage over accountants in these matters. As to responsi- 
bility, the bond furnished by surety companies as effectually 
secures the cestui que trust as the capital of the trust company 
would do, so that it is difficult to see in what respect the com- 
panies can offer any advantages over the accountant, except in 
their greater perpetuity of existence. This is not so great a matter 
as it might seem. Nearly all trusts provide methods by which 
they may be continued in the event of the death of any of the trus- 
tees, and should they not do so, the courts would act, so that the 
probability of loss or inconvenience to the trust in the hands of 
accountants would be very slight indeed. 

It does not seem unreasonable to believe that the intelligent, 
disinterested and faithful discharge of the duties of such trusts 
must find their highest performance if committed to the hands of 
responsible accountants. Already their duties have taken them 
quite widely into the field of trusteeship, and as the profession 
grows in numbers and in recognition, they will naturally be re- 
garded as those to whom people will look for wise administration 
of their affairs. 

Epwarp L. Surrern, C. P. A. 

New York. 





Factory Accounting as Applied to Machine Shops. 
I, 

The present articles upon machine shop accounts are based 
upon four lectures given before the School of Commerce, Ac- 
counts, and Finance, of New York University last winter. These 
lectures were given under the title of “Factory Accounting,” and 
it is as an aspect, or a particular development, of factory ac- 
counting in general, that machine shop accounts in particular 
were treated of. Or it may be said that machine shop accounts 
were chosen for the purpose of furnishing a convenient means 
of introduction to the general principles of factory accounting, 
because the particular methods developed in them have a wide 
application in other industries. 

The reason for this is of course plain. A large part of the 
equipment of every factory is mechanical, and the operation of 
the machinery is necessarily to some extent recorded by methods 
parallel to those used to record the operation of the machinery 
in machine shops. The operations themselves are different and 
the materials worked are different, and the accounting methods 
are specialized in each industry in a manner that may have little 
relationship to any other, except that they always embody the 
principle of double-entry bookkeeping and always follow the 
operations as closely as available data will permit. But in every 
industry we have the accounting which is necessary to the opera- 
tion of machinery; that is, if the standard of economy attained 
in its operation is to be determined, or if the cost of its operation 
is to be traced to particular products, and the methods of this 
accounting can best be made plain in connection with the opera- 
tions of machine shops themselves. 

Again in every factory there are repair operations which are, 
generally speaking, either machine shop operations or carpenter 
shop operations, to which the accounting methods of machine 
shops conform; while in the larger factories of every industry 
there are larger or smaller machine shops for construction and 
repair work. 

And generally speaking there is in every factory the develop- 
ment and utilization of power, the accounting for which is largely 
an engineering problem, and may best be considered in connec- 
tion with the industry in which the power equipment is produced 
and over which the mechanical engineer especially presides. 
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Again the storehouses of the various industries are subject to 
many conditions which seem peculiar to themselves, but which 
are rarely radically different from the conditions existing in ma- 
chine shop storehouses. 

So that it seems plain that in every industry a thorough ac- 
counting must be in part accomplished by the methods neces- 
sary in machine shops, while in every industry there must be 
made departures to faithfully follow operations which are un- 
like machine shop operations. A clear perception of the similari- 
ties and the dissimilarities is one of the great essentials to the 
practice of factory accounting. The fundamental principle is 
always the same, namely, the principle of making a record suffi- 
ciently full to constitute a clear accounting for the factory ex- 
penditure; and the object of the accounts is always the same, 
namely, to eliminate waste from the operations. This then may 
be said to be the purpose of all factory accounting: to produce 
records in which waste shall be plainly shown as waste. 

It cannot be perfectly accomplished, because waste in fac- 
tories is of too complex, or rather of too obscure and elusive a 
character. To perfectly economical production there are two 
things principally necessary, and the vital importance of neither 
one nor the other seems ever fully appreciated—the first is the 
full utilization of factory capacity, and the second the develop- 
ment of mutual interest between employer and employee. The 
first of these is quite properly a subject for factory accounting, 
and the second at least to the extent that accounting may help 
to determine the true conditions of mutual interest. 

It may almost be said that economy in production is attained 
if this single condition is fulfilled, namely, that factory capacity 
be fully utilized. This does not mean merely that every machine 
shall be in constant operation, but that it shall be constantly 
operated to the maximum advantage. If materials worked upon 
are spoiled the factory capacity that has been employed upon 
them is wasted. If a machine is employed upon less important 
work than that for which it was designed and is fitted, its ca- 
pacity is partly wasted. If labor or management is inefficient 
and a machine is slackly operated, or the processes are ill ar- 
ranged, capacity is wasted. 

When it is borne in mind that the capacity of the business 
organization is limited by the capacity of the factory, and that 
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machinery and organization expenses constitute an ever increas- 
ing percentage of the cost of the product, the vita! importance 
of the fullest possible utilization of factory capacity begins to 
be plain. And it is useful to bear in mind that it is through the 
study of the factory capacity, and through the accounting that 
may be set up in relation to it, that the most perfect test of effi- 
ciency is arrived at. 

The aim of the modern developments of machinery has been 
to reduce the labor required in the immediate processes of manu- 
facturing. That is to say, in order to manufacture goods of a 
certain class it is found to be most economical to first expend 
labor in the production of machinery, and to expend labor very 
freely in the production of machinery of high efficiency, and 
then to expend, relatively to what would otherwise have been 
necessary, very little labor in producing the goods by the opera- 
tion of the machinery. The investment in machinery and the 
expenses, other than labor, attaching to its operation are sys- 
tematically increased. Everything then depends upon whether 
the plant is so operated as to secure the final economy that has 
been aimed at. To provide that it shall be so operated a more 
or less expensive organization has to be created. Two heavy 
expenses are thus incurred: First, machinery expense; second, 
organization expense. But if the machinery is fitted for its pur- 
pose and the organization is efficient, a product is obtained at a 
lower final cost than is possible under conditions which do not 
include these large preliminary outlays. 

It is these altered conditions that makes necessary the modern 
systematic factory accounting. The old methods are obviously 
inadequate, and as means of determining costs are simply a 
failure, because accurate cost figures cannot, under the newer 
conditions, be arrived at by them. 

In the first of the lectures alluded to somewhat extended 
reference was made to two works. The first is Garcke & Fells’ 
“Factory Accounting,” published in London in 1887, and the 
second a series of six articles written by Mr. A. Hamilton 
Church and published in the Engineering Magazine from July 
to December, 1901, under the title of “The Proper Distribution 
of the Factory Expense Burden.” Messrs. Garcke & Fells’ book 
was probably the first serious attempt to give systematic ac- 
curacy to factory records by embodying in them the principle of 
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double-entry bookkeeping, and it also went far to indicate the 
varied and practical uses of modern factory accounting. Mr. 
Church’s articles, written with an engineer’s knowledge of 
modern machine shop conditions, constitute an exceedingly 
valuable and relatively exhaustive essay upon the subject indi- 
cated by their title. 

Messrs. Garcke & Fells described the methods prevailing at 
the time their book was written. They said that some manu- 
facturers added a percentage to “Prime Cost,” i. e., the cost of 
material and direct labor, and some added one percentage to 
materials and another to direct labor, and some a single per- 
centage to direct labor. They speak also of some existing use 
of machine rates, i. e., charges per hour for the use of the vari- 
ous machines, and they outline a method of determining and 
using machine rates. According to this method there were 
taken into consideration the original cost of the machine, its 
estimated hours of working life, its cost of maintenance, and 
its residual value; and a “Plant Ledger” was to be kept with an 
account for each machine, and these accounts were to be charged 
with original cost and with maintenance expenditure, and credit- 
ed with the machine rates charged in the cost accounts, treating 
then the balances of each machine account as the present value 
of the machine. It will be seen that this involved charging all 
repairs to the capital plant accounts in the general books, and 
writing off depreciation rates which would cover both repairs 
and the depreciation which goes on in spite of repairs. 

Messrs. Garcke & Fells’ preference was evidently for the use 
of these machine rates to charge cost accounts with the expenses 
of the maintenance and depreciation of the machines actually 
employed in production, and as to all other factory general 
charges to periodically ascertain their total and to distribute 
this as a percentage upon the direct labor expenditure, charging 
the various cost accounts accordingly. 

As has already been said, there is in modern factory develop- 
ment, along with the reduction of the direct cost of processes, a 
tendency to increased indirect or organization expenses; and 
with the reduction of direct labor there is inevitably increased 
plant expense. At the time Messrs. Garcke & Fells published 
their book they said that many manufacturers were still content 


251 








: 
: 
| 
} 
. 


The Journal of Accountancy. 


to take out “Prime Cost” merely, i. e., only the expense of ma- 
terials and direct labor. Evidently these manufacturers were 
following methods that belonged to earlier conditions of the 
manufacturing industries when machine and organization ex- 
penses were relatively small factors in the cost of production, 
and more progressive manufacturers were giving some careful 
consideration to the manner in which machine and organization 
expenses actually entered into the costs of the various products. 
As then machine tools were more highly developed, and as fac- 
tories were organized on a still larger scale, it gradually became 
plain that with only the cost of materials and direct labor 
actually determined, and with ever increasing items of machine 
and organization expenses roughly and arbitrarily distributed, the 
cost figures arrived at meant little or nothing. 

If manufacturers generally were slow to realize the effect 
of the changed conditions upon necessary methods of calculating 
costs, it had been noted elsewhere and plainly set out. Pro- 
fessor Davidson, of the University of New Brunswick, in a book 
entitled “The Bargain Theory of Wages,” published in 1898, 
said: “Labor cost without machinery is a different thing from 
labor cost with machinery. We must include in the real labor 
cost of production in machinery industry the cost of the labor- 
saving machine, that is, the expenses of its working, and the 
contribution to the sinking fund to replace the machine. Ma- 
chinery has to a large extent reduced the nominal labor cost, but 
statistics are lacking to show how far the real and complete 
labor cost has been reduced.” 

The necessities of the new situation, as far as machine shops 
are concerned, were very fully considered and dealt with in Mr. 
Church’s articles in the Engineering Magazine, already referred 
to. Mr. Church deals with the various older methods of dis- 
tributing indirect expenses, and makes very plain, as indeed it is 
not difficult to do, their inadequacy ahd their random character 
in relation to modern shop conditions. He then proceeds to de- 
velop a machine rate that shall express the hourly cost of the 
machine as nearly as possible in the same way that a workman’s 
hourly rate expresses the cost of his labor. This is done by 
simply compiling the cost of providing a given machine, together 
with all its accessories, and under working conditions. The 
capital investment is represented in this cost by an interest 
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charge.. The annual expense arrived at is reduced to an expense 
per hour. Then the time a machine is taken up by a given job 
is recorded, and the job is charged with so many hours at so 
much per hour. 

It is proposed to carefully consider two features of Mr. 
Church’s plan. The first is the inclusion of interest on invest- 
ment of capital as part of the cost of production; and the second 
is the “Supplementary Rate” by which Mr. Church takes up and 
charges against the products the expenses running against the 
machines in idle hours. 

The first of these deserves careful consideration because it 
has not been customary to include interest on capital in cost of 
production, and the idea of doing so is one that both manufac- 
_ turers and accountants commonly feel some reluctance to adopt. 
Yet its inclusion is essential to an accurate distinction between 
varying costs. 

Nor apparently has interest on capital been omitted from the 
cost of production without some careful consideration. Messrs. 
Garcke & Fells say: “The establishment charges and interest on 
capital should not in any case form part of the cost of produc- 
tion—there is no advantage in distributing these items over the 
various transactions.” And again: “The principals of a busi- 
ness acquainted with its details can always judge what percent- 
age of gross profit upon cost is necessary to cover fixed estab- 
lishment charges.” As related to interest on capital this is true 
under simple conditions, and becomes very doubtful under the 
complex conditions of a large plant with a varied equipment and 
a varied output. It is obvious that in different industries there 
is a very different ratio between a given rate of interest upon 
the capital employed and the other costs of production. In 
other words, in order to pay a given rate of return upon the 
capital invested a much larger percentage of profit is necessary 
in some industries than in others. Every manufacturer knows 
what rate of profit he must make in order to get a certain re- 
turn upon his capital. Suppose now that a large plant includes 
what elsewhere exists as several separate industries, foundries, 
forges, machine shops, carpenter shops and so on, and suppose 
that the output of these departments is not always combined in 
something like similar proportions in the finished product, but 
that the product may even occasionally be that of a single de- 
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partment. To apply always an average percentage of profit as 
necessary may be to introduce into a competing price on certain 
articles a figure that does not belong to the single industry in 
which these articles are produced and which does not exist for 
competitors who are engaged in the single industry. Or sup- 
pose that a concern has two competitors, one making one class 
of goods and another making another class, and that these two 
competitors employ capital in different proportions to output. 
Each knows “what percentage of profit upon cost is necessary,” 
and in the two cases it is not the same. But the single concern 
producing both classes of goods knows only one percentage. It 
is plain where the advantage lies in accurate knowledge of costs 
and in making competing prices. 

Again, the same goods made with equal economy by two con- 
cerns should naturally have the same cost price. But if one 
rents what another owns, perhaps by means of having borrowed 
money upon which it pays interest, either one must exclude rent 
from its cost or the other must include interest on capital, or 
one will have one cost price and the other another. In such a 
case to include interest on capital might not and probably would 
not absolutely equalize conditions, but it does so as far as is 
possible in accordance with existing facts. 

In order to simply illustrate a matter like this it is necessary 
to take its simpler phases. But in large and complex manufac- 
turing concerns, the variations in the relationship between in- 
terest on capital employed and other costs are not simple and 
obvious, but often numerous and obscure, and it follows that a 
uniform addition to other costs in order to provide remunera- 
tion for capital employed in production will not result in a true 
statement of total cost or a just basis for selling prices. 

The second feature of Mr. Church’s plan that it is necessary 
to consider carefully is the “Supplementary Rate” by which the 
expenses attaching to idle machines are dealt with. Mr. Church’s 
supplementary rate includes other charges in addition to idle 
machine charges, but it is in relation to the latter that it is con- 
sidered here. For the sake of clearness it will be well to explain 
first exactly how the machine rate, which runs against the ma- 
chine whether it is operated or idle, is built up. 

The first consideration is the cost of factory floor-space. This 
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cost consists of interest on the investment in land and buildings, 
repairs and depreciation on buildings, and the expense of heat- 
ing and lighting buildings. If all the factory space is of similar 
character, the cost of the square foot of floor-space is arrived at 
by dividing the total cost by the total square feet. It is, how- 
ever, plain that if for some special purpose a room having addi- 
tional height were necessary, there would be increased cost of 
providing floor-space in such a room. And if a building of one 
story were needed, to combine with ground-floor space, over- 
head light and ventilation, the investment and the expenses per 
square foot of floor-space in such a building would be very much 
increased. When the total expense of factory space is arrived 
at, it is not especially difficult upon careful examination to make 
the distinctions necessary in order to determine the cost that 
properly attaches to each building and to each room. Such dis- 
tinctions are constantly made, and probably with great accuracy, 
for the purpose of fixing rents. 

In the case of a machine shop the space occupied by each 
machine has next to be determined in order to include in the 
machine rate the number of square feet of floor-space occupied, 
at the cost per square foot. This is the first item in the machine 
rate. 

Then follows the expenses of the machine itself. Interest on 
the investment in the machine, the annual repairs and deprecia- 
tion charge, and other expenses which upon thorough analysis 
of the expense accounts are found to attach to the individual 
machines or to be capable of being apportioned to them. It is 
not necessary to go into these for the immediate purpose, and 
they will be dealt with fully in due course. The expense of power 
gives a separate rate only chargeable to the machine running. 

The total of the expenses to be included in the machine rate 
being arrived at, it is divided by the total working hours in the 
year, less a reasonable deduction for minimum lost time, and 
the hourly rate for the machine is arrived at. 

If then a machine is idle for a day or a week the expenses 
which attach to that machine during that idle time have to be 
disposed of, and Mr. Church includes them with the quite in- 
direct and general expenses of the shop, and divides the total 
by the number of machine hours operated, and the rate so ar- 
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rived at is added to the machine charges in the cost accounts 
for jobs worked upon. Mr. Church lays emphasis on the fact 
that the rise or fall of the supplementary rate indicates the fuller 
or slacker operation of the shops, and provides perhaps certain 
other gauges of efficiency. 

It is one of the purposes of these articles to advocate a differ- 
ent method of dealing with the expenses of factory capacity idle. 

It has been seen that the great reason for including interest 
on capital in the cost of products is that then, whatever the 
peculiarity of circumstances, the method is always adjusted to 
them, and costs are always stated on a single and sound basis. 
We need to deal with the cost of factory capacity idle by a 
method for which the same thing can be said. 

Obviously no method can fulfill this condition that provides 
for charging into the cost of products the expense of factory 
capacity idle. The cost figure for any article depends then for 
one thing upon certain arbitrary divisions of time. If the dis- 
tribution is made monthly an article produced in the first week 
of the month will have its cost increased by machinery being 
idle in the last week. If the distribution is semi-monthly this 
would not be the case. No article produced in the month would 
have the same cost under the monthly as under the semi-monthly 
distribution. This aspect of the matter would possibly not be of 
great importance if all goods were made for immediate sale, and 
consequently a cost statement were seen once for what it is and 
then disposed of. But in machine shops a considerable part of 
the manufacture is of standardized parts for the storehouse, and 
these go into store at their cost figures and later on are drawn 
out with other parts and assembled. If in the cost of each part 
there is the ever varying accident of the charge for machines not 
operated in one month or another, the final cost of an assembled 
article is not of a known character—it may include much or little 
expense for machines idle. An economy might have been ef- 
fected in its production since the last time it was made, and it 
might yet show a higher cost. Everything of course is traceable, 
but in actual practice there is not time to trace everything. 
Moreover to trace such a difference would only be to arrive at 
facts that had already been known at the proper time, and cost 
figures should not, if it can be avoided, raise questions uselessly. 
But there are other conditions under which the attempt to 
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take up in the cost prices of products all expenses of factory 
capacity idle, results in producing figures that are without sig- 
nificance and can only cause confusion and error. Such condi- 
tions exist, for instance, when a new producer enters the market. 
Factory capacity has been created and put into operation, and the 
competition of older concerns has to be met with the most care- 
ful judgment. The factory output is necessarily small at the 
very first. What is the cost of the product during that period 
in which operations are being gradually increased? Possibly, in 
one sense, it is such figures as will absorb all the factory ex- 
penses, but it will serve one’s purpose just as well to know that 
fact in bulk as in detail, and if one has factory accounts they 
should show something different from this. 

If the factory accounts, under such circumstances, aim to de- 
termine the proper and necessary cost of the product by separat- 
ing the cost of that capacity which is as yet not used, they will 
give figures disentangled from the temporary and unavoidable 
condition of under-operation. Such figures will determine 
whether proper conditions have been created in the factory, and 
whether, subject only to selling a full output, one can manu- 
facture at a profit or whether defects in equipment or processes 
need remedying. 

What then is to be done under these and under any other 
circumstances with the expenses of factory capacity idle? What 
treatment of the matter will keep one’s cost figures, in relation 
to this also, always on a single and sound basis? 

If there exists in a factory a recurring loss of a certain char- 
acter, not necessarily incident to the turning out of the factory 
product, but on the other,hand an ggavoidable loss, or at least 
a loss that will be greater or less according to the efficiency of 
the shop or commercial management, the best way to treat that 
loss in the books is to open a separate and conspicuous account 
for it, and it would be worth while to open such an account for 
the expense of “Factory Capacity Idle,” even if it were proposed 
afterwards to absorb it into the cost of products. It is in this 
case not proposed to absorb it into the cost of products, but to 
keep the costs of the products of the factory operated and the 
cost of the factory idle separate from one another. 

The full operation of a factory depends upon engineering and 
commercial efficiency, and upon efficiency of shop management. 
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If the cost of falling short of full operation is constantly and 
clearly stated, the units of idle capacity being identified and the 
causes traceable, there is created entirely new likelihood that 
effective remedies will be applied. 

It is the distinguishing mark of a true method that it does 
not merely accomplish an immediate desired end, but that all its 
remoter operation is beneficial, in ways foreseen and in ways 
unforeseen. The abandonment of percentages making a simply 
inaccurate distribution of certain expenses, and the substitution 
of the individual machine charge, lead to the exact statement 
of capacity unused, and this sets at work influences tending to 
bring that unused capacity into operation. This it does first by 
relieving cost prices of a burden that does not belong to them, 
thereby creating immediately a better condition commercially, 
and next by bringing into plain view the cost of idle factory ca- 
pacity, and making it possible to trace its causes and to fix re- 
sponsibility for it and to secure earnest and well-directed efforts 
to remedy it. It will be seen when the possibilities of the organ- 
ization of other departments are considered that the mere fact 
of there being a record of idle machines will tend to bring them 
into use by securing a more even distribution of work throughout 
shops and throughout a period of time. And finally there will 
be noted the effect of it all upon the steady employment of labor, 
in simple illustration of the principle, which we shall later on 
see operating in equally certain but less obvious ways, that the 
interests of the employer and the employed are not antagonistic, 
but are one. 

In the succeeding articles it is proposed to deal in detail with 
the organization of the shop accounts and records, and with their 
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The Proper Distribution of Interest on Bonds 
Between Life Tenants and Remaindermen. 


A recent paper on “The Proper Treatment of Discounts and 
Premiums on Bonds” has suggested an examination of the law 
upon that phase of the subject relating to the distribution be- 
tween life tenants and remaindermen of the interest on bonds 
bought at a premium and redeemable at par or at a fixed 
premium. A concrete case which fairly presents the question 
may be thus stated: A testator directs that $100,000 be held by 
a trustee to pay the income therefrom to A for life and upon 
A’s death to pay the principal to B. The trustee invests the 
fund in, say, St. Paul and Northern Pacific 6% bonds at the 
market price of 125, redeemable at par at the end of 17 years, 
and yielding, therefore, according to bond tables, almost exactly 
4%. The trust fund will consist of $80,000 face value of bonds, 
bringing a yearly return of $4,800. 

The question that confronts the trustee is whether he should 
pay A yearly the amount of interest coupons received, $4,800, and 
permit the principal to be lessened from year to year, until finally, 
when the bonds are redeemed, only $80,000 remains, or whether 
he should retain a sufficient sum to make good the $20,000 paid 
as premium, so that when the bonds are redeemed at the end of 
17 years the principal of $100,000 will remain intact. The usual 
method of accomplishing this latter result is to pay to the life 
tenant only the amount of the true yield on the original invest- 
ment, in this case $4,000 per year, and to set aside the balance, 
$800, annually as a sinking fund, investing these sinking fund 
installments and adding the interest on the investments to the 
fund. It should be noted that a similar result may be obtained 
in other and perhaps more correct ways, but the sinking fund 
method is the one that has been favored by the courts and will 
be dealt with in this paper, though presumably any other finan- 
cially sound method would be equally satisfactory where a sinking 
fund is held to be necessary. 

It has been shown in the paper mentioned, that sound rules 
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of accounting require the establishment of a sinking fund in 
cases such as the one suggested. The application of established 
legal principles would seem to lead to the same conclusion. Run- 
ning through the entire law that regulates the rights and obliga- 
tions of life tenants and remaindermen is the rule that the estate 
must be so dealt with that, while the whole income therefrom 
shall go to the life tenant, the principal shall be passed to the 
remainderman free from impairment. Now, if in the case of 
bonds bought at a premium the whole amount of income were 
paid to the life tenant he would, in fact, be receiving not only the 
interest on the investment but part of the capital of the trust fund 
itself, and if the process were kept up long enough almost the 
entire estate might be paid to the life tenant and the estate ex- 
hausted. 

In the illustration used it is readily seen that the sum of 
$4,800, which is the amount of the yearly interest coupons, does 
not represent interests on the investment alone, but that $800 
thereof is in effect a return of principal, and if the former amount 
is distributed generally the estate will be depreciated from year 
to year until at the time of redemption of the bonds but $80,000 
of it will remain. This, briefly, is the reason for the claim of 
the remainderman that the life tenant should receive the net in- 
terest yield on the bonds and no more. 

In a number of cases it has been argued that this contention 
should not be allowed, the arguments being usually based on 
either : 

An implied intention of the testator against its application 
or difficulty, amounting to practical impossibility in applying the 
rule, though in a few cases they are directed against the sound- 
ness of the contention or its application to this particular class 
of cases. 

It is believed, however, that these arguments are inadequate, 
and that the rule is supported by the weight of authority where 
bonds are bought by trustees after the death of the testator; 
though the decisions seem to be against the application of the 
rule in the case of bonds left by the testator. The various argu- 
ments will, however, be considered in more detail as the cases 
are examined. 

The question seems to have been presented to the courts of 
New York for decision more frequently than elsewhere. In the 
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lower New York courts there are a number of cases reaching op- 
posite conclusions, some decisions favoring the life tenant, 
others the remaindermen,? but since the court of appeals has 
passed upon the matter these are of little value except as cumu- 
lative authorities. The earliest decision by the court of appeals 
is McLouth vs. Hunt, 154 N. Y. 179, decided in 1897. In that 
case, the testatrix devised certain property to trustees to pay to 
her three grandchildren during their minority such part of the 
income as the trustees saw fit and to pay them the “full income” 
after they became of age. Each of the grandchildren was to re- 
ceive one-third of the principal and accumulations on reaching 
the age of 35 years. In the event of the death of any of the 
grandchildren before reaching the age of 35 years his share was 
to be paid to his descendants, if any. Four years before the 
youngest grandchild would have become 35 years of age the two 
trustees differed as to whether a sinking fund should be created 
to provide for shrinkage in the value of bonds then carried by 
them at a premium, and an amicable proceeding was instituted for 
a construction of the will and for directions upon the disputed 
question. There were included in the trust estate two classes of 
United States bonds, and all of the bonds, except a part so small 
that the court considered it immaterial, were a part of the estate 
left by the testator. The court properly treated the case as if the 
contest was between a life tenant and a remainderman, since if the 
youngest child died before reaching the age of 35 years there 
would be a remainderman who was not one of the life tenants 
and whose interest must be protected. The court decided that 
the decrease in the value of the bonds owing to the wearing 
away of the premiums must be borne by the principal of the 
estate, and that no deduction should be made on that account 
from the income paid over to the life tenant. The decision was 
placed on the ground. that the intention of the testatrix as shown 
by the will should prevail, and that in directing that the grand- 
children should receive the “full income” she expressed her de- 
sire that the entire interest, without deduction, should be paid to 

*In matter of Johnson, 57 App. Div. 494. Burgess vs. Valentine, 63 
How Pr. 221. Whittemore vs. Beckman, 2 Demarest, 275. 


* Farewell v. Tweddel, 10 Abb. N. C. 94. N. Y. Life Ins. & Trust Co. v. 
Kane, 57 App. Div. 542. Regnard v. Thebald, 3 Misc. Rep. 187. 
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the grandchildren. The basis of the decision is contained in the 
following extract from the opinion :— 

We think that when the testatrix directed that her grand- 
children should receive the whole income of these securities she 
must have intended the full interest payable thereon without 
discrimination by reserving a considerable portion of it for the 
purpose of meeting any depreciation in the market value of the 
bonds due to the fact that they were approaching maturity. 
Whatever meaning the words “ full income ” in the will may con- 
vey to the mind of a trained expert in finance, it cannot, we think, 
be doubted that the common mind must always understand such a 
direction in a will as meaning the annual interest upon securities. 

While the court rested its decision upon the intention of the 
testatrix, the opinion went further than was necessary to a de- 
cision of the case and expressed approval of the doctrine that, 
independent of any intention of the testator, the remainderman 
must bear the loss. The following extract presents the argument 
of the court :— 

But quite apart from these considerations it is said that upon 
principle and the great weight of authority the decision of the 
learned referee was right. The absolute security of Government 
bonds both to the life tenant and remainderman must always be 
kept in view. They may be purchased at a premium and sold at a 
still higher one, in which case, if there is a deduction made from 
the interest and added to the principal to balance the premium 
the remainderman would be doubly benefited. Some invest- 
ments will increase, while others will diminish in value. When all 
things are considered, the better rule, it is urged, is to allow these 
matters to balance themselves, as on the whole they are quite 
likely to in the end. 

The above argument, which is the line of reasoning commonly 
adopted by those courts that have decided against the sinking 
fund doctrine, has been conclusively shown to be unsound in the 
paper heretofore mentioned. 

Although the tenor of the opinion leads to the conclusion that 
the court would in any case presented dispose of the claim of the 
remainderman in the same way, the decision cannot be regarded 
as an authority of so wide an application, as it is rested upon 
the intention expressed by the testatrix, and what is said in addi- 
tion thereto is merely dicta with little or no value as precedent. 
Moreover, the bonds in question were part of the estate left by 
the testator, and the court recognized that there was a difference 
between such a case and one where the bonds were purchased by 
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the trustee. In referring to an item of $5,000 of bonds which 
had been purchased by the trustee the court said :— 

There may be reason for charging the life tenants with the 
premiums on these bonds that do not apply to the others. But the 
item is so insignificant that it does not play any part in the con- 
troversy. 

The McLouth vs. Hunt case was followed shortly afterwards 
by another decision of the court of appeals. Jn the matter of 
Hoyt, 160 N. Y. Rep. 607, where the question arose upon the 
final settlement of trustees. The testator in his will directed 
that the sum of $1,250,000 be held in trust by his executor for 
his daughter, to pay her the dividends and income therefrom, and 
expressed an intention to provide for her in a most bountiful and 
liberal manner. Upon the death of the daughter, the estate was 
to be divided among his nephews and nieces. The trustees in- 
vested the money in Government and Railroad bonds at a 
premium of from 29% to 33%4%, and the result was that nearly 
$245,000 of the estate was absorbed by the premium. They re- 
tained annually from the interest the sum of $8,393 as a sinking 
fund to make good the amount of the premium when the bonds 
were redeemed. 

Following McLouth vs. Hunt, the court held that the loss 
from shrinkage must fall upon the remaindermen, and based its 
decision entirely upon the ground that it was the intention of the 
testator, as gathered from the provisions of the will and from 
the condition of the parties and the facts and circumstances sur- 
rounding them, to give the daughters the entire interest. The 
court expressly stated that it did not pass upon the rights of life 
tenants and remaindermen in a case where the intention of the 
testator was not ascertainable. 

That question, however, was fairly presented in the case of 
New York Life Insurance and Trust Company vs. Baker, 165 
N. Y. 484, decided in 1901. The case was a proceeding by a 
trustee to settle its accounts, and exception was taken to the ac- 
counting on the ground that the trustee had not reserved from 
the income sufficient amount each year to keep the principal in- 
tact. The directions of the testator were to apply the income and 
profits to the use of his son with remainder over to his heirs, and 
the right was given to invest in United States and other bonds. 
The trustee invested in United States bonds at a premium, and 
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part of the bonds were sold at a premium and part redeemed at 
maturity. 

The referee reported that the trustee should be charged with 
$5,260.75, which amount he had improperly paid to the life tenant 
instead of setting it aside as a sinking fund to make up the de- 
preciation on the bonds redeemed. The trustee relied with confi- 
dence upon the Hoyt case, but the court in affirming the referee’s 
finding, said that the decision in that case was not applicable for 
the reason that the facts before the court did not show, as did 
the facts in the Hoyt case, an intention of the testator to give 
the life tenant the whole interest. The gist of the decision is 
found in this paragraph :— 

In the surrounding facts and circumstances in this case we 
find nothing that leads us to the conclusion that the testator in- 
tended any different treatment of the trust than that which the 
language of the clause creating it clearly indicates, viz.: that the 
capital of the trust should be kept intact, and to that end an ade- 
quate proportion of the annual income should be set apart to make 
good the amount paid in premiums in order to secure a proper 
investment. 

Justice O’Brien dissented on the ground that the intention of 
the testator was as marked as in the Hoyt case, and that any at- 
tempted distinction between the two cases upon the facts was 
fanciful. 

This case may be considered as settling the New York law 
in favor of the establishment of a sinking fund for the protec- 
tion of the principal of the trust fund, where the investment is 
made by the trustee, with this limitation that where the trust in- 
strument and the surrounding circumstances indicate that the 
creator of the trust intended that the loss from the lessening of 
the principal should fall upon the remainderman that intention 
will govern. 

The only other jurisdiction where a number of decisions 
occur is Massachusetts, and the adjudications there are singularly 
like those of New York in their uncertainty and confusion. 

The highest court of Massachusetts like that of New York 
has decided several cases in favor of the life tenant, upon the 
ground that the testator in his will had indicated a desire that the 
life tenant should receive the whole of the interest on the trust 
fund irrespective of any loss to the principal from shrinkage in the 
value of the bonds by reason of their approaching maturity. 
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In resting these decisions upon the intention of the testator, 
the court re-enforced its position by arguments against the sink- 
ing fund doctrine, yet when confronted with a case in which no 
such intention was found a majority of the court receded ‘from 
its former arguments and decided that the life tenant should re- 
ceive only the net income. 

The first case decided was Hemenway vs. Hemenway, 134 
Mass. 446 (1883), where the question was considered at some 
length. The testator left an estate to trustees to pay the rents 
and income to his wife and children during their lives, with re- 
mainder to their descendants, and the trustees were given dis- 
cretion to hold the property as received or to sell the same. The 
trustees asked the court for directions as to whether they should 
pay to the life tenant the whole interest on the bonds left by the 
testator and also on certain bonds purchased by the trustees at a 
premium. The latter constituted but a small part of the estate. 
The court held that the entire interest received from the invest- 
ment must go to the life tenant, and while stating that no general 
rule should be laid down and that each case should be decided 
upon its own particular circumstances, it argued at length against 
the soundness of establishing a sinking fand. 

It may be of interest to consider briefly the reasoning of the 
court, especially in view of the fact that the strongest plea for 
the life tenant is to be found in this and other Massachusetts 
cases. The court said that in order to make the loss in the in- 
vestment due to the wasting away of the premiums fall upon the 
life tenant, it must be assumed that the premium is paid only on 
account of a higher rate of interest, but that as a matter of fact 
a premium on bonds is paid largely for safety of the capital in- 
vested, and that the safety of the capital is a matter that interests 
the remainderman more than the life tenant. 

As has been shown in the article heretofore referred to, it is 
unsound to assume that any part of the premium is paid on ac- 
count of security, since no amount of security can make a bond 
worth more than its face value. But even if we assume that the 
premium represents not merely a higher rate of interest than the 
market rate but also some unusual element of security, it does not 
follow that the life tenant should get the entire benefit of the 
premium at the expense of the principal of the estate. 
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The court does not point out and we find difficulty in appre- 
ciating how the right of the remainderman to have the principal 
kept intact is affected or lessened by attributing the payment of 
premiums to an element of security rather than to a higher rate 
of interest. 

The second argument of the court is that any adjustment of 
interest between the life tenant and remainderman necessarily 
presumes the arbitrary fixing of a market rate of interest, where- 
as the rate is really in a constant state of fluctuation. To quote 
the court’s language :— 


For in order to estimate how much of a given premium is 
paid from the difference between the interest of the bond and that 
which the life tenant ought to receive we have to establish a rate 
for the latter as our starting point. This would naturally be the 
market rate if that were ascertainable. But there would be no 
justice in stopping at the rate when the bond was bought merely 
If theoretical accuracy were possible, the tenant should receive 
the current rate of interest at any moment. But the current rate 
of interest is continually varying from day to day and from month 
to month apart from the greater variation to be found in taking 
a series of years. These variations alone would make actual cal- 
culations impossible, but they are a strong objection to establish- 
ing a constant rate for the interest of the tenant for life. 





This argument seems fallacious. It is founded upon a mis- 
apprehension as to how the net yield of bonds is arrived at. It 
is not necessary as the court thinks to fix an arbitrary rate of 
interest that the life tenant should receive in order to determine 
what amount shall be set aside yearly for a sinking fund. 

The exact yield of a bond depends upon no other factors than 
the price paid and such items as are contained in the bond itself, 
i. e., the rate of interest, the date of maturity and the redemption 
price. By a comparatively simple method of calculation the net 
yield is arrived at, and tables giving such guidance are common 
among bond brokers, and purchases are almost invariably made 
by investors upon the basis of net yield so ascertained. 

In the case of New England Trust Company vs. Eaton, 140 
Mass. 532, which arose a few years later, the same argument was 
pressed as seems to have found such favor in the Hemenway case, 
but the majority of the court refused to acquiesce in it. The case 
arose upon an accounting by the trustee, and the terms of the 
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trust do not appear from the report of the case. There was a 
dissenting opinion by Judge Holmes, in which 3 of the 7 judges 
concurred, they being of the opinion that the case was concluded 
by the decision in the Hemenway case. A majority of the court, 
however, while not expressing any disapproval of the Hemenway 
case, stated that the decision there must rest upon its own peculiar 
facts, and that it was based largely upon the fact that the bonds 
in question were left by the testator and not purchased by the 
trustee. 

Even Judge Holmes, in his dissenting opinion, conceded that 
if it appeared that the trustee purchased the bonds with a view 
of keeping them to maturity or until the trust expired he would 
admit the right of the trustee to maintain a sinking fund to off- 
set the loss of the premium. The argument of the majority 
opinion was that interest received upon the bonds bought at a 
premium is not income therefrom, but is the income plus a partial 
realization of the capital, and that since the remainderman is 
entitled to receive the fund intact the advances from the capital 
in the form of premiums could not be paid to the life tenant as 
income. We are inclined to agree with the dissenting opinion 
to the extent that the reasoning in the Hemenway decision is 
equally applicable to the Eaton case. But the fact pointed out 
by the majority in the latter case that the bonds were not left 
by the testator, as in the Hemenway case, but were purchased by 
the trustee, seems a sufficient ground for distinguishing between 
the two cases. 

In the following year, the same court decided in the case of 
Shaw vs. Cordis, 143 Mass. 443, that the trustee had no right to 
establish a sinking fund for the benefit of the remainderman. 
The testator left his estate to a trustee to pay over all dividends 
and income to his sons with the remainder to their heirs, and 
limited its investment to three kinds of bonds, which the trustee 
purchased at a premium. The gist of the decision is to be found 
in the following extracts :— 


The question is whether any intention as to the disposition of 
the income with reference to the respective rights of the life ten- 
ants and remainderman can be collected from the will. We think 
it can. A fair construction of the will leads us to the conclusion 
that the testator intended that the whole income should be paid to 
his sons without any deduction to make good to the remainder- 
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man the premiums which it might be necessary to pay in purchas- 
ing them. 


The court said that the testator in limiting the trustee to in- 
vestments in three kinds of bonds, which he knew would com- 
mand a premium, indicated a willingness to have the principal 
impaired by such investments, and in the absence of any ex- 
pression of desire that it should be held intact, the full income 
should be paid to the life tenant. This case affords an instance 
of what slight circumstances the courts have fastened upon as 
demonstrating an intention on the part of the testator. 

In effect, the court’s conclusion seems to be not that the testa- 
tor expressed his desire that the life tenant should receive the 
whole interest, but rather that such intention would be imputed 
to him because he expressed no desire to the contrary. 

Decisions have been found in but three other states, besides 
New York and Massachusetts. The Kentucky court in the case 
of Hite vs. Hite, 93 Ky. 257, held that the life tenant should re- 
ceive the whole interest on bonds bought at a premium by the 
trustee. The decision was based upon what the court deemed 
to be the intention of the testator, but the same argument against 
the establishment of a sinking fund in any case was urged as 
was quoted supra from the McLouth vs. Hunt case. In fact the 
New York court in that case appears to have borrowed the argu- 
ment of the Kentucky court almost verbatim without giving it 
credit for the fallacies adopted. In Pennsylvania and Wisconsin 
two decisions rendered the same year reach directly opposite con- 
clusions, the former court favoring the life tenant, the latter the 
remainderman. The Pennsylvania Supreme Court in Penn-Gas- 
kells Estate (No. 2) 208 Pa. St. 346 (1904) followed two de- 
cisions of the lower courts of that state in which the right of the 
life tenant to receive the whole interest was strenuously main- 
tained. Furness’ Estate 12 Phila. 130, Boyer vs. Chauncey 12 
Pa. Sup. Ct. 526. The court in the course of its opinion said: 


The remainder has the advantage of any increase resulting 
from profits made on investments, and it bears the loss resulting 
from depreciation in value of ordinary securities. There is no 
substantial reason why an exception should be made in its favor 
where losses result from the payment of premiums made in order 
to obtain safe and permanent investments. 
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The learned judge fails to appreciate the substantial differ- 
ence between the uncertain fluctuations in market value and the 
inevitable loss of the premium when the bonds are redeemed at 
par. 

In the Wisconsin case, In re Allis estate, 123 Wis. 223 (1904) 
the court came out clearly for the sinking fund doctrine, using 
the following language: 


The suggestion that since the securities will not mature until 
the trust shall have expired and in all probability they will not 
diminish in value, it would be unjust to the life tenants not to pay 
them all the annual income, does not in our view warrant treating 
the payments as interest only and as belonging to life tenants. 
We take it that the repayment of premiums out of the annual in- 
come of the securities is based on the idea that the premium is an 
advancement of capital above the face of the obligation which 
can only be realized and repaid out of the annual income or earn- 
ing of the security; since the final payment will only pay an 
amount equal to the face of the security, and that the annual in- 
come is in fact a repayment of a part of the capital thus advanced 
for investment, and that such repayment is proportioned to the 
number of years the security runs or the lowest period which ex- 
perience in dealing with securities has shown can be allowed with 
reasonable safety for the repayment of premiums in view of the 
uncertainty of the value of securities at remote periods. We 
deem this course in administration of trust funds as just and 
equitable between the life tenant and the remainderman. 


The decisions in England are of little value upon the ques- 
tion here considered because, until the enactment of a statute in 
1856 (22 and 23 Victoria, Chapter 35, Sect. 32) which authorized 
the investment of trust funds in East India stocks and stocks of 
the Bank of England and the Bank of Ireland, all trust funds 
were by law directed to be invested in 3% consols. As it was 
not contemplated that consols would ever be paid the holder was 
regarded as a perpetual annuitant and there being no shrinkage 
on account of approaching maturity no contest between life 
tenant and remainderman could arise. The life tenant properly 
received the entire income and the remainderman necessarily re- 
ceived the principal intact. 

Where the estate left by a testator consists of wasting or 
unauthorized investments the trustee is allowed a reasonable time 
to change the investment so as not to require a sacrifice, and in 


269 





The Journal of Accountancy. 


such cases the life tenant is not permitted to enjoy the full in- 
come from the estate in the meantime, but only interest at a fair 
rate on the capital value of the property at the date of the death. 
Howe vs. Earl of Dartmouth, 7 Vesey Jr. 136; Brown vs. 
Gellatly, L. R. 2 Chan. App., Re Eaton, 70 L. T. (N. S.) 761; 
Myer vs. Simonson, 5 De. G. & Sn. 723. 

Since the passage of the statute above referred to it has been 
held that where investments are in East India stocks which are 
redeemable but an authorized investment the life tenant should 
be entitled to the whole income (Hume vs. Richardson, 4 De. G. 
F. & J. 29), but the courts have shown a disinclination to author- 
ize investments therein at a premium for fear that an injustice 
will be done to the remainderman, if the whole income be paid 
to the life tenant. Waite vs. Littlewood, 41 L. J. Ch. 636; Colk- 
burn vs. Peel, 3 D. G. F. & T. 176. 

By the trustees’ act of 1893, the class of investments for trus- 
tees was much enlarged so as to include railroad, water company, 
and municipal securities, but by section 2 of that act trustees were 
prohibited from investing in these classes of securities at a price 
exceeding the redemption value where the security was redeem- 
able within 15 years at a fixed rate or from investing therein 
at a price above 15% over the redemption price when the securi- 
ties were redeemable after 15 years. These provisions were made 
to afford a proper protection to remaindermen against the en- 
croachments upon principal by investments in bonds at a pre- 
mium and make litigation such as is herein discussed extremely 
unlikely. 

While no English decision has been found that squarely de- 
cides the question herein discussed, it would seem that whatever 
argument is to be deduced by way of analogy from the English 
cases is in favor of the sinking fund doctrine. 

From the foregoing reference to the decision it will be seen 
that the only positive conclusions which can be reached are that 
in both New York and Massachusetts, 

(1) If there is no question of intention a sinking fund must 
be established where bonds are bought by trustee, but that 

(2) The courts will favor the contrary method if even slight 
evidence of intention can be found in the will and surrounding 
circumstances to justify it. 

What combination of language and circumstances is neces- 
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sary to establish the intention of the testator to have the trustee 
pay over the whole interest regardless of depreciation, it would 
be difficult to say, and in this difficulty lies an objection to the 
ruling of the courts of the two states on the subject. 

While the principle that in all questions of construction and 
interpretation the court will be governed by the intention of the 
creator of the trust, in so far as it can be ascertained from the 
instrument and surrounding facts, is undoubtedly sound and of 
universal application, yet it would seem that in at least some 
cases where the courts have attributed an intention on the part 
of the testator to give the life tenant part of the principal by way 
of interest, such intention was to be found only in the elaborated 
construction of the court and had no existence in the testator’s 
mind. It seems more reasonable to suppose that the attention 
of the testator was never directed to the question of depreciation 
of the principal sum by its investment in bonds at a premium, and 
that consequently no intention to let the loss fall either upon the 
life tenant or remainderman was meant to be expressed. If the 
testator’s intention had been directed to the matter at the time 
the will was drawn, is it reasonable to suppose that he would 
have left the expression of his wishes in vagueness or doubt 
when a few lines in the will would have placed the matter beyond 
all uncertainty or contest on the part of those interested? 

The courts in finding an expression of intention to favor the 
life tenant base their decisions largely upon the fact that life 
tenants are usually more closely related and therefore of more 
concern to the testator than the remainderman, but that situation 
prevails generally in cases of life tenants and remaindermen and 
it does not prevent the application of the established principle of 
law that the estate must be kept intact for the remainderman. 
And the fact of relationship is not always regarded by the same 
court as a determining factor, since as pointed out in the dissent- 
ing opinion in the Baker case there existed the same degree of 
consanguinity in that case as in the Hoyt case and the court 
found an intention of the testator in the latter and not in the 
former. 

In the case of McLouth vs. Hunt much stress was laid on the 
use by the testatrix of the words “full income,” but that phrase 
loses its force as evidence of intention when it is noted that it 
is used in opposition to the preceding clause of the will, which 
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gave the life tenant, during minority, only such part of the in- 
come as the trustee saw fit to pay. 

How far from unequivocal are the expressions of intention 
on which the decisions are based becomes apparent when it is 
observed that in the Hoyt case the judges of the Appellate Di- 
vision, the intermediate court of unquestioned ability, came to the 
conclusion that “it cannot be seriously questioned that it was the 
intention of the testator that the trust fund of $1,250,000 should 
be turned over to the remainderman intact,” while the judges of 
the court of appeals found from the same facts a directly opposite 
intention on the part of the testator. 

The trustee in the Baker case relied upon the previous de- 
cision in the Hoyt case, and honestly concluded that facts existed 
similar to those which led the court to find an intention of the 
testator in that case to favor the life tenant at the expense of the 
remainderman. And for his mistaken belief in so viewing the 
facts and relying upon previous decisions of the court, he was 
obliged to pay about $6,000 out of his own pocket to make good 
the loss to the principal of the estate. 

Nor does the decision in the Baker case afford a rule for the 
guidance of trustees on which they can rely with confidence, for 
no one can feel sure that the court will not take any given case 
outside of that decision and reach an opposite conclusion on the 
ground that the testator so expressed himself. 

The evident disposition of the courts to argue generally 
against the soundness of the establishment of a sinking fund in 
cases where they have decided that, regardless of the soundness or 
unsoundness of the proposition, they must carry into effect the 
intention of a testator that none should be established, seems to 
some extent to be a confession of lack of confidence in the cor- 
rectness of their interpretation. 

Whether in the absence of any expressed intention it is neces- 
sary to establish a sinking fund in the case of bonds left by the 
testator is not settled. The cases where the bonds were a part 
of the testator’s estate were decided upon the intention of the 
testator, and although the courts argued, as in the McLouth vs. 
Hunt and Hemenway cases, against the soundness of establishing 
a sinking fund in any case, yet these arguments as before noted 
were mere dicta and were later deemed inconclusive by the same 
courts. However, in both New York and Massachusetts so much 
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emphasis is placed in the later decisions upon the distinction be- 
tween the case of bonds bought by the trustee and those left by 
the testator that it is very probable that no sinking fund would 
be required in the latter case. Such result seems to be supported 
by a sound argument. For, when an estate of $100,000 is left 
to a trustee to be converted into bonds, the rule of law that the 
remainderman is entitled to the principal of the estate without 
impairment at the termination of the life tenancy is only observed 
when the principal consists of $100,000 or its equivalent. But 
where the testator leaves bonds of the face value of $100,000 in 
trust the same legal principle would seem to be complied with 
when the remainderman receives the bonds themselves or their 
equivalent at the time of the termination of the life tenancy, and 
the fact that they have diminished in value would not be such 
wasting of the estate as could be complained of. Moreover, 
there is more reason to conclude in the latter case that the testator 
intended that the life tenant should receive the full amount of 
the interest since, if a sinking fund is to be established, the 
amount to be set aside annually must be determined by placing 
on the bonds an arbitrary valuation, which may be totally different 
from that placed on or the price paid for them by the testator. 
It is to be regretted that in a question of such importance and 
one that must be of constant concern to conscientious trustees, 
no definite rule of law exists for their guidance. It would seem 
that the only safe course for a trustee to pursue not only in states 
where there is no expression from the court but even in New 
York and Massachusetts, the conflicting nature of whose de- 
cisions has been pointed out, is to withhold from the yearly in- 
come paid to the life tenant a sufficient amount for a sinking fund 
to keep the principal intact. If the life tenant complains of such 
action the matter can be presented to the court for an adjudica- 
tion, and the trustee’s expenses in the litigation are properly 
chargeable against the estate. Should the trustee pursue the 
other course and pay over the entire interest to the life tenant 
he may find himself in the same unfortunate position as the 
trustee in the Hoyt case and be required to reimburse the estateout 
of his own pocket for the funds improperly paid to the life tenant. 
The absence of adjudication in most states and the unsettled state 
of the law in the other states make legislation establishing a defi- 
nite rule for trustees desirable. Such legislation would not be 
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likely to work injustice in particular cases, but would result in 
the attention of testators being directed by attorneys to the ques- 
tion, and in testator’s intention being clearly expressed in trust 
instruments, where it differs from the rule established by the 
legislature. 

No decision has been found in which the distribution of in- 
come on bonds bought at a discount by a trustee has been passed 
upon. It seems, however, that the same argument which limits 
the life tenant to the true yield in the case of bonds purchased 
at a premium would entitle him to the true yield when bonds are 
bought at a discount. As a practical matter, only the yearly in- 
terest received and not the actual yield could be paid to the life 
tenant until the bonds were redeemed or sold, and a proper re- 
gard of the interests of the remainderman would also require 
that this additional interest should be withheld until it became 
a certainty by the redemption of the bonds. While no authority 
exists for this rule, it is probable that the courts which favor the 
sinking fund theory would adopt it, although of course it would 
find no favor in those jurisdictions where the life tenant is held 
entitled to the entire interest where bonds are bought at a 
premium. 

EuGENE H. ANGERT, 
St. Louis, Mo. of the St. Louis Bar. 





Municipal Accounting in the City of Philadelphia. 


In considering the subject of municipal accounting it must be 
admitted at the outset that the legal, financial and administrative 
differences existing between the affairs of a municipality and those 
of a private corporation militate against a comparison of the two 
forms of accounts, and make it somewhat hazardous to decide 
dogmatically wherein the municipal accounts and reports should 
be changed in order that they may conform more nearly to 
ordinary business practice. 

It is not the purpose of this article to outline a comprehensive 
system of accounting for the City of Philadelphia, but rather to 
point out certain features in the Controller’s annual report, where- 
in there would seem to be urgent need of change in form and re- 
classification of data in order that the citizens may have a more 
intelligent comprehension of the city’s financial transactions than 
is now the case. 

The financial report of the City of Philadelphia, in common 
with those of most other municipalities, is based primarily on the 
cash account, and the major portion of the report is devoted, 
therefore, to tables or schedules exhibiting in a condensed form 
as well as in considerable detail the receipts from the several 
sources and the payments for the various municipal purposes. 

Thus in the annual report of the City Controller for the year 
1904, a volume of nearly 300 pages, will be found, at the begin- 
ning, a summarized statement of the receipts and expenditures 
during the year, aggregating the large amounts of $45,992,209.61 
receipts and $35,270,684.49 payments, an excess of receipts (but 
not of income, as will be pointed out later on) of $10,721,525.12. 

The receipts consist of moneys received from loans permanent 
and temporary, collections of city taxes, income from the several 
city departments and from miscellaneous sources. The payments 
include interest on funded debt, appropriations to the sinking 
fund, warrants of previous years paid, and an item “municipal de- 
partments,” $26,387,840.06, which embraces all of the payments 
through the several departments whether for current running ex- 
penses or permanent improvements. 

Schedules showing the items of receipts and payments in con- 
siderable detail appear later on in the report, and there is in addi- 
tion much valuable data relating to the sinking funds, appropria- 
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likely to work injustice in particular cases, but would result in 
the attention of testators being directed by attorneys to the ques- 
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instruments, where it differs from the rule established by the 
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therefore, to tables or schedules exhibiting in a condensed form 
as well as in considerable detail the receipts from the several 
sources and the payments for the various municipal purposes. 

Thus in the annual report of the City Controller for the year 
1904, a volume of nearly 300 pages, will be found, at the begin- 
ning, a summarized statement of the receipts and expenditures 
during the year, aggregating the large amounts of $45,992,209.61 
receipts and $35,270,684.49 payments, an excess of receipts (but 
not of income, as will be pointed out later on) of $10,721,525.12. 

The receipts consist of moneys received from loans permanent 
and temporary, collections of city taxes, income from the several 
city departments and from miscellaneous sources. The payments 
include interest on funded debt, appropriations to the sinking 
fund, warrants of previous years paid, and an item “municipal de- 
partments,” $26,387,840.06, which embraces all of the payments 
through the several departments whether for current running ex- 
penses or permanent improvements. 

Schedules showing the items of receipts and payments in con- 
siderable detail appear later on in the report, and there is in addi- 
tion much valuable data relating to the sinking funds, appropria- 
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tions, limit of indebtedness, funded debt, and other financial mat- 
ters relating to the city’s administration. 

Before passing to the discussion of certain features of the 
Controller’s report, let us consider what are the principal objects 
sought to be accomplished in the presentation of a comprehensive 
annual financial report. The report should (1) present a clear 
and concise statement of the income and expenses of the corpora- 
tion during the fiscal period, with like figures of the prior period 
side by side for comparative purposes; and (2) it should show 
clearly the financial condition of the corporation as of the date of 
making the report, with similar comparative data. 

Having in mind the first of these objects, if we then turn to 
a consideration of a report based on the cash account, with no ad- 
justment of overlapping items made at the beginning or end of 
the period, we find that a mere statement of receipts and payments 
cannot exhibit the real income and expenses of the period under 
review. There are almost certain to be some items of income 
which have accrued during the period, and which, though un- 
collected at the end thereof, really apply to the period during 
which they were earned. 

A case in point in the report for 1904 is the accrued income 
from the percentage on gas sold by the United Gas Improvement 
Company for the quarter from September 30 to December 31, 
1904, which was not included in the income for 1904 because not 
collected from the company until the beginning of 1905. In the 
ordinary business statement of income and expenses such an item 
would unquestionably have been applied to the year in which it 
was earned, irrespective of when it may have been collected. 

Similarly, in a report based on the cash account, the payments 
will include only warrants and other obligations which have been 
presented for payment up to the close of the fiscal period, and 
many thousands of dollars of obligations which may have been 
incurred during the period, but not paid, will be omitted from the 
expenses of the period, and carried over to the subsequent year. 
By referring to Table A of the report it will be seen that the out- 
standing warrants, December 31, 1904, apparently representing 
obligations of the year 1904, aggregated $1,885,599.63, the whole 
of which would have been a fair charge against the operations 
of that year. 

Furthermore, in a cash statement, it is obligatory that receipts 


276 








Municipal Accounting in the City of Philadelphia. 


from whatever source and payments for whatever purpose, 
should be included, and thus we find combined in one statement, 
not only items of revenue, such as taxes, licenses and other in- 
come, but also funds received for capital purposes derived from 
sales of bonds or disposal of municipal assets. 

In the summary of receipts for the year 1904, for instance, 
appear moneys received from loans, $16,510,286.52, while in the 
items of “miscellaneous” will be found a premium on bond issue, 
$165,760, collections from a railroad for change of grade, etc., 
$560,648.41, and other items which are not in the nature of cur- 
rent income. 

The administrative officer or taxpayer, therefore, who at- 
tempts to gather from such a cash statement some information 
as to what the real income of the city has been, must first analyze 
and classify the various items before he can determine the pro- 
portion of the receipts that represents current income available 
for current expenses, and the part that is derived from the crea- 
tion of loans which add to the city’s permanent indebtedness. 

A similar combining of items having entirely different char- 
acteristics will be found to exist in the payments. Only an ex- 
haustive analysis and reclassification, wholly impracticable on the 
part of the average citizen, will reveal to what extent the pay- 
ments have been made for current running expenses, or what 
part of them may have been applied to permanent improvements. 

It would therefore seem reasonable to expect, first, that the 
city’s financial statement should be arranged to show clearly the 
distinction between capital and revenue, so that the average tax- 
payer may be able to know how the city’s affairs are being ad- 
ministered without its being necessary for him to do vexatious 
and uncalled-for delving to ascertain the facts. 

With respect to the feasibility of keeping and stating the ac- 
counts on a revenue and expense basis, as distinguished from the 
receipt and expenditure form, there may be some difference of 
opinion, but it is submitted that the separation between capital 
and income is fundamental and should be recognized in the city’s 
reports. 

It will be conceded that a form of municipal accounts admit- 
ting of the preparation of a revenue and expense statement, is 
the goal towards which municipalities should strive, but in the 
meantime, would it not be a step in advance if the annual cash 
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statement were divided in such a way as to show current income 
receipts and current expense payments, as distinguished from 
moneys received from loans and paid for permanent improve- 
ments or for the discharge of loan obligations? 

The present method of stating the city’s accounts does not 
lend itself conveniently to comparisons with previous years. An 
executive of a private corporation would not be satisfied with a 
statement of current results or conditions only. He requires a 
comparative statement with the period or periods immediately 
preceding, so that he may examine it item by item to determine 
what the progress of the business has been, and to compare its 
financial condition at the close of the period with that at the 
beginning. 

It is reasonable to demand such a comparative statement in 
the city’s report, and it is feasible, in the detailed statements of 
income and expenses, to record side by side the similar items of 
the previous year. 

In connection with the second object sought to be accom- 
plished in a report, namely, the presentation of the financial posi- 
tion of the corporation, there will at once arise a difference of 
opinion as to whether a balance sheet showing all of the assets 
and liabilities, whether fixed or current, is of much value when 
applied to the accounts of municipalities. It may be contended 
that all that is necessary is a statement such as appears in Table 
F in the City of Philadelphia’s report, showing the funded and 
temporary indebtedness of the municipality, and its current avail- 
able assets of cash and uncollected taxes. 

Such a method of presenting the financial condition leads to 
rather absurd conclusions, however, as in the table referred to 
the result of this inclusion of all of the liabilities but only such 
of the assets as are available, results in an excess of debt over 
assets of $42,630,806.74; this in a city whose credit is second 
to none. It is, of course, not intended to intimate that the table 
does not state clearly what it contains, but the matter is referred 
to merely to point out how unsatisfactory and incomplete such a 
method of stating the assets in part only, must be. 

It is not likely, however, to be seriously argued that such a 
form is entirely satisfactory. The City of Philadelphia has large 
holdings in real estate, some of them doubtless being revenue 
producing and having a tangible market value. It owns a gas 
plan’. costing millions of dollars and having such a real value 
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that when a large sum of money was recently offered for it, the 
proposition was finally rejected with considerable heat on the 
part of the taxpayers. Water works, parks, schools, fire and 
police apparatus, are assets of the city, in the acquisition of which 
its funded debt has been in part incurred. It is clear that these 
are all assets, some of them realizable if necessary, and there 
seems to be no reason why all of the city’s assets and liabilities 
should not appear on its balance sheet, properly classified under 
the various groupings of fixed and current assets and liabilities, 
with such divisions of the various trust and sinking funds as 
may be necessary. The groups of assets and liabilities should be 
accompanied by detailed schedules showing the items, so that all 
property or indebtedness may be disclosed. 

The comparative feature should be applied to the balance 
sheet as well as to the revenue and expense statement. If the 
assets and liabilities as they appeared at the close of the prior 
fiscal period be set down side by side with those of the current 
period, any change will be apparent, and the administrative offi- 
cer or inquiring citizen can readily see what additions or deduc- 
tions have been made to or from the city’s property, and what 
increase or decrease there may have been in the city’s indebtedness. 

In conclusion, it would seem to be a fair demand to make, on 
behalf of the tax-paying citizen, that he should be presented 
annually with or have access to a report of the city’s operations, 
which will show (1) the financial condition of the city with re- 
spect to its permanent improvements and available assets, as 
opposed to its funded debt and current liabilities, with compara- 
tive figures of the prior year in convenient juxtaposition; (2) 
the income and expenses or the receipts and payments of the 
year, properly divided between capital and income, and so classi- 
fied and summarized that the actual current income of the city 
as compared with its current expenses will be clearly disclosed, 
with the prior year’s like accounts available for comparative 
purposes. 

The Controller enjoys a reputation for a high degree of 
ability and devotion to the city’s interests, and this leads to the 
belief that any inadequacy of information in the report is due 
either to the force of precedent in the manner of preparing 
municipal statements, or to the legal requirements of his office, 
and it is probable that any changes which would add to the full- 
ness of the information and clearness of the presentation thereof 
would be welcomed. 


Philadelphia. 


i Wittram M. Lysranp, C. P. A. 
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Textile Manufacturing Costs. 


Perhaps the most interesting feature of textile mill account- 
ing is the determining of the manufacturing cost. Many mill 
men take an inventory quarterly, and, after striking a balance 
sheet, work out their costs per pound, with the resultant surplus 
or deficit, and file the averages in comparative form. This makes 
interesting history, and when comparisons are made for the same 
period in different years, points are brought out which might not 
otherwise be developed. After all, the most intelligent criticism 
of results is reached by comparison. 

Some mill managers, particularly in the cotton mills, selling 
white goods, differ in their ideas regarding what enters into strictly 
ly manufacturing cost. We use the term, “manufacturing cost,” 
as covering prime cost of raw material, productive labor, supplies 
and an apportionment for depreciation. To prove with the result 
of a balance sheet, the inventory at the first of the year of partly 
finished (goods in process) and finished goods, should be added 
to this cost, and the inventory at the last of the year deducted. 
The net weight of the goods manufactured divided into this 
amount is the manufacturing cost per pound. 

The waste inventories and receipts from sales of waste would 
reduce the expense, but, strictly speaking, should not be con- 
sidered at this point, waste being an unescapable evil. That it 
should not be considered, is shown by the general custom of in- 
ventorying the goods in process at the cost of manufacture to 
the various stages of completion. 

The more rigidly we adhere to this idea, the safer are we in 
our estimated results, compared with actual realization. Our 
objective is not to manufacture waste, but cloth. 

It takes 1,000,000 pounds of raw material to produce 875,000 
pounds of cloth, if our waste percentage is 124% ; therefore our 
manufacturing cost is the price paid for the 1,000,000 pounds plus 
the other above described item of cost. It is, of course, understood 
that the sum realized from sales of waste operates to swell the 
surplus. 

After a thorough scrutiny of the manufacturing cost sheet, 
we come to the analysis of the difference between the weight of 
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the cotton opened and the weight of the cloth produced. The 
waste sold or reworked accounts for itself. The invisible waste 
is, weight for weight, frequently the most costly. 

Accompanying the daily production report and forming part 
of it, should be arranged in parallel columns the standard weight 
and the actual weight as the goods come off the looms. There 
is no real profit to any one in having the goods run heavy, as 
they are sold on a standard weight. Even the consumer wants 
a uniform weight. Here is where some of our hitherto invisible 
waste may be found. Conversely, every precaution should be 
made to keep the goods from running light. (Manufacturers 
are not grafters—not necessarily so, anyhow. ) 

Thus, after verifying our calculation, the real manufacturing 
cost is established, the manufacturer has entered into a group of 
costs over which he has more control. Selling expenses, salaries, 
office expenses, insurance, etc., lie more within his grasp, being 
more elastic than the first group. 


In the logical arrangement of general costs, after manufac- 
turing cost comes the cost of sales. Separately viewed, these are 
commissions, trade discounts, allowances, freight and drayage 
and any other specific charge, essentially a selling expense. Com- 
parisons with other, say quarterly, periods are particularly use- 
ful here, because, while commissions and discounts are general- 
ly a fixed percentage, the allowances, delivery costs, etc., are 
variable quantities and need the closest scrutiny. 

After establishing our cost of manufacture and consolidating 
it with the cost of sales, we “sit up and take notice” of the 
margin left after taking this total from the gross sales. We 
now have the profit on sales, which should be large enough 
to cover all other charges, expenses, deductions from income, 
and leave an amount for dividends. 

We are getting more interested as we now set up the general 
expense items of salaries, office expenses, insurance and the like. 
The marshaling of all these items, properly grouped, sometimes 
seems like a grim army with banners, in companies and regi- 
ments, coming to devour our frail and puny surplus, eked out 
of a lean year. 

The receipts and rents from tenants’ cottages and other extra 
receipts of like nature are set up as other income, and are added 
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to profit on sales, from which sum we deduct the cost of general 
expenses, leaving the total income. 

From the total income, we have, as a contra, the fixed charges, 
consisting of taxes and interests. After this deduction, the bal- 
ance, if any there be, is the net income. 

By reaching the final result in this manner, the groupings 
stand out clearly and fit into the mind more readily for com- 
parative purposes. The headings can be easily remembered, ar- 
ranged in a tabulated form, and will prove a valuable reference 
in the office of any mill. 

Jozz Hunter. 

Atlanta, Ga. 











The Journal of Accountancy 


Published under the auspices of the American Asso- 
ciation of Public Accountants by Tue AccouNTANCY 
PusBLisHInG CoMPANY, 32 Waverly Place, New York City 








EDITORS 
JoserpH FrEeNcH JOHNSON Dr. Epwarp SHERWOOD MEADE 
Dean of the New York University School Director of the Evening School of Accounts 


of Commerce, Accounts and Finance and Finance, University of Pennsylvania 


BUSINESS MANAGER 
Frep. H. Lancaster, 32 Waverly Place, New York 








Susscrirtion Price—$3.00 a year; single numbers, 25 cents; post paid to any 
address in North America. Foreign subscriptions, $3.50 a aa single copies, 30 cents. 

Remit by express or post office money order, New York draft, postal note, or 
registered letter. One and two-cent stamps are accepted for small amounts. _ 

Apvertisinc Rates—$20 a page; all other spaces in proportion; special positions 
when open, 25 per cent. additional. No discounts are allowed for time contracts or 
— of space occupied. Rates for classified advertisements appear under that 
eading. 








EDITORIAL. 


The Problem of the Accountant's Assistant. 


Perhaps the most important problem now before the account- 
ing profession is the problem of developing new accountants. 
The great majority of the certified public accountants have en- 
tered the profession by the short and easy road of the “waiver 
clause.” In most cases this gratuitous recognition of their pro- 
fessional standing has been well deserved. By dint of long prac- 
tice and wide experience in the practice of accountancy, often 
supplemented by active connection with business enterprises, the 
American accountant, generally speaking, is a first rate practi- 
tioner and a man as well of good address and broad training. 
The door into the accounting profession through which most of 
its present members have entered is now closed. Future certi- 
fied public accountants must pass the examination, and in some 
states conform to the requirements of practice. 

THE JoURNAL oF AccouUNTANCY has several times expressed 
in its editorial columns its decided conviction that the examina- 
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tion requirements must be considerably raised in order to take 
rank with the examinations for law and medicine, and in one 
state at least we are gratified to see that the standard is being 
improved. The examinations, however, are only the first step in 
the training of the accountant. They establish his intellectual 
capacity. They cannot certify to his practical ability. Skill in 
accountancy, like skill in law or medicine, comes only by prac- 
tice. If, as now seems evident, the accounting examiners in all 
the states which legally recognize the profession will require one 
or more years of practice before the degree of C. P. A. is con- 
ferred, it should be of the greatest importance that this practice 
should be of such a nature as to develop the ability of the future 
accountant. In most cases the applicant for the C. P. A. degree 
must obtain his experience in the office of a public accountant. 
In Pennsylvania and New York this is obligatory. At once, how- 
ever, a grave difficulty is presented. The work of a junior ac- 
countant must, of necessity, be largely of routine character, must 
consist principally of the checking of figures, the examination of 
vouchers, and similar drudgery, in order that he may be familiar- 
ized with the tools of his trade. In large offices, moreover, where 
important engagements are undertaken and where many assist- 
ants are carried on the staff, the work must be so much sub- 
divided as to furnish a very imperfect training unless special 
care is taken by principals to treat their assistants as apprentices, 
to shift them about from one kind of employment to another, to 
keep them from any kind of narrow specialization, and to de- 
vote a large part of their time to the imparting of personal in- 
struction. In few offices, we regret to say, does this view of the 
importance of training the assistant prevail. The assistant is 
looked upon as an employee rather than as an apprentice, and all 
effort is made to get the greatest possible value out of his ser- 
vices without much reference to the effect of his work upon his 
own development. 

The accountants are not to be blamed for this commercial atti- 
tude toward their junior assistants. These men are for the most 
part of mature years, many of them have families dependent upon 
them and their accounting work is their only means of livelihood. 
They demand high wages. It is quite general, we believe, to 
start assistants at $18.00 to $25.00 per week, although they may 
have more than a rudimentary knowledge of bookkeeping, and 
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to rapidly advance them, if they show capacity, to much higher 
figures. One firm of accountants in Chicago starts the juniors 
at $20.00 per week. It is, moreover, by no means an easy task 
to pay the expenses and salaries of a large staff of employees. 
The ingenuity of the principals is oftentimes severely taxed to 
keep their assistants regularly employed, and it is sometimes 
often necessary to make sharp reduction in their working force. 
All of this, although perhaps necessary, does not contribute to 
the training of accountants ; especially is it difficult under present 
conditions for the accounting assistant to pursue any systematic 
course of study. He is sent hither and yon, he is frequently 
obliged to work at night, and continuous application to class 
work is almost impossible. As the accounting examinations grow 
more and more comprehensive and especially as they include sub- 
jects outside of the field of bookkeeping and commercial law, the 
accountant’s assistant will find himself increasingly handicapped 
in obtaining the necessary training. 

The solution of the problem seems to us to lie in the intro- 
duction into American accounting offices of something approach- 
ing the English system of “ articled students,” and these students 
should come from the universities. To a young man just gradu- 
ated from college, the accounting profession, if it develops as 
can reasonably be expected, offers large possibilities of profes- 
sional usefulness and professional income. There is no other 
profession in which the facility of advancement is so easy. There 
is no other profession which is so attractive to the young man of 
business antecedents and business instincts. American universi- 
ties are turning out every year hundreds of students who have 
had the kind of training which the accounting profession de- 
mands, and who would be willing to enter accounting offices as 
juniors largely for the sake of the experience which they would 
receive, provided, however, they could be assured that they would 
receive the personal attention of the principals, and as soon as 
their capacity warranted, be brought into contact with the prob- 
lems of the profession. 

It may be- objected that an accountant would waste time in 
training a young man who might leave his employment as soon 
as his education was completed, but this objection overlooks the 
imperative need of developing some system of training which 
shall enable the profession to meet the demands of the business 
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world, already threatening to exceed its capacity by reason of 
the limitation of its numbers. There are over one hundred thou- 
sand lawyers in the United States, and possib!v five hundred ac- 
countants who deserve to be called professional men. The scope 
of the employment of the accountancy profession is at least as 
broad as that of the lawyer. Is it not evident that the account- 
ing profession must make strenuous efforts to enlarge its num- 
bers, and may we not be sure that any sacrifices which the mem- 
bers of the profession may make to increase the efficiency of 
young men who may enter their employment with this under- 
standing, will be well repaid in the larger usefulness and wider 
recognition of their calling? 





The San Francisco Relief Fund. 


In view of the criticism which is being passed upon the 
administration of relief funds in San Francisco accountants will 
be interested in a pamphlet entitled “Rules of Procedure of the 
Accounting System of the Finance Committee of the Relief and 
Red Cross Funds.” The system was devised and installed by 


Messrs. Lester Herrick and Herrick, certified public accountants 
of San Francisco, and is published under date of April 30, 1906. 
It is safe to say that no American accountant, and perhaps no 
accountant anywhere in the world, was ever before called upon 
to solve a problem of the nature and magnitude of that whicli 
was so suddenly imposed upon the San Francisco firm. At 
a distance from the scene of emergency it is impossible to pass 
a fair criticism upon the system which was devised or to decide 
whether it is in any measure properly responsible for the numer- 
ous complaints about the quantity of unnecessary red tape. That 
task is one which must be performed by an accountant who has 
been on the spot, and from any such one THE JouRNAL will be 
glad to receive an illuminating discussion of the subject. To 
accountants in general the most significant thing about this mat- 
ter will be the fact that the authorities deemed it worth while to 
have any system at all, and that they selected a responsible firm 
of certified public accountants to supervise and audit the distribu- 
tion of the millions of dollars which have poured into the stricken 
city. 
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A clew to the nature of the system installed may be obtained 
from the following statement in the “General Introduction” to 
the pamphlet : 


The system is based upon the proposition of income and 
expenditure as against a foundation of “Receipts and Disburse- 
ments,” so that the constant Balance Sheet may show all assets, 
whether in hand or otherwise, as soon as actually determined, and 
all liabilities upon their adjustment and acceptance, independent 
of their liquidation, and in this manner present the true situation 
in all respects as accurately and promptly as possible. Pending 
the declaration just referred to, it is contemplated to present for 
separate consideration each day the contingency of subscriptions 
to the fund in course of determination, and of the claims against 
the fund, as presented and in course of investigation and settle- 
ment. It is provided that the entire receipts shall either directly 
or finally after process of collection be deposited in the Mint 
of the United States, and that all disbursements shall be by 
checks bearing the signature of the Chairman and Secretary, 
issued only upon the authority of vouchers which have been 
successively examined and approved by the Claims, Voucher and 
Auditing Departments and the Supervising and Auditing Com- 
mittees of the Finance Committee, and additionally ordered to 
be paid by resolution of the entire Committee at a regular meet- 
ing. The system is designed so that the accountants may place 
the entire administration clearly and positively under the control 
of the Finance Committee, and so that the auditors may warrant 
conclusively the integrity and accuracy of the administration as 
it has been directed by the Committee. 


The system provides for the following eight departments, each 
with its chief: controlling, auditing, subscriptions, claims, vouch- 
ers, cash receipts, cash disbursements, ledgers. The pamphlet de- 
scribes in detail the duties of each department and the required 
methods of accounting. The following description of the “Cash 
Disbursements Department” throws light upon the entire system: 


This department will draw all checks and make all coin pay- 
ments from the Revolving Expense and Revolving Labor Funds. 

Checks can only be drawn upon vouchers approved finally 
by Auditor and Auditing Committee, accompanied by separate 
authorization from Controller. Checks are made payable to 
claimant appearing upon voucher, except in case of pay-roll 
vouchers, when the checks are to the individuals and proper 
description is inserted on check so as to show the connection 
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4 with the original claim and the voucher, each designated numeri- 
, cally, and further so as to show clearly the purpose and effect of 
{ the payment. Voucher number is also entered after “Authority,” 
and check number is entered on voucher. 








ih The cashier is provided with a revolving expense fund of 
i $250 and a revolving labor fund of $5,000. At the end of each 
i day he is required to make a report of checks drawn that day, of 
{ 







time checks paid, and of the disbursements made from the 
| revolving expense and labor funds. 

) It appears from this that all vouchers must bear six separate 
ii authorizations in addition to any indorsements that may be neces- 
ly sary from representatives of the committee actually engaged in 
i relief work. It is possible that this machinery has moved with 
' exasperating slowness, but on its face the system appears admi- 
tl rably adapted to serve the purpose desired, to prevent waste and 
Hi misuse of funds, and to preserve in logical order a record of all 
. transactions. 















Accountancy the Profession of Business Administration. 











An accountant well known in street railway circles was 
recently auditing the books of a large corporation. The com- 
pany purposed to make certain substitutions of equipment which 
was considered out of date and therefore unfit for service. The 
| accountant, finding that this equipment was still in working order 
and taking a conservative attitude toward the increase in the cost 
of plant which was proposed, made a report to the president of 
the company strongly urging the retention of the old equipment. 
The recommendation was referred to the chief engineer, who 
had no difficulty in convincing the president that the accountant’s 
recommendations were not founded upon sufficient technical 
knowledge to warrant their being adopted. In this case the 
accountant went outside his proper field, and invaded the province 
of the engineer. 
The same company had for several years been operating a 
pleasure park in connection with its transportation system, and 
while the enterprise was profitable when the resulting increase of 
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traffic was taken into account, the park account showed a large 
loss. One of the administration officials, impressed by the regular 
recurrence of these deficits, investigated the experience of other 
companies and came to the conclusion that the various amuse- 
ment enterprises could be more profitably leased than operated. 
The result of the change was a return of 20 per cent. on the com- 
pany’s investment in tlie park. Here was an opportunity for 
the accountant. The problem presented was one of administra- 
tion, with which, from his observation of other traction enter- 
prises, he was presumably familiar. In this field he should have 
been ready to make suggestions and offer advice, and since he 
spoke from personal knowledge, to speak with the voice of 
authority, and to demand respectful attention. In this instance 
the accountant did not rise to his opportunity, but the instance 
serves to show that there is a dividing line between mechanical 
technique and operation, and that while the accountant is wasting 
his time when he invades the engineering field, the province of 
business administration is one in which it is both necessary and 
proper that he should further the interests of his clients by placing 
the results of his wider observation and experience at their 
service. 

We have discussed this proposition with a number of account- 
ants and find a general recognition of its truth. All are 
apparently agreed that the character of service above described 
can be rendered by the accountant, that it is a highly important 
service, and that it is a character of service which can be rendered 
by no other profession than the profession of accountancy. Some 
objection is made that it is not fair to a client to use information 
gained in the examination of the books of his competitor. With 
equal force it might be urged that the engineer and the lawyer 
should refuse to utilize the results of their experience in the 
practice of their respective professions. The accountant must 
qualify as an expert in business administration and control. Many 
accountants already occupy such relations to their clients, and it is 
only a question of a few years, in our judgment, when the pro- 
fession of accountancy will be recognized as in full possession 
of this field. 











Accountants Confer with Insurance Commissioners. 


The Executive Committee of the National Association of State 
Insurance Commissioners held daily meetings during the last 
week in June at the Hotel Manhattan, in New York City. 

One of the principal subjects receiving the consideration of 
the Commissioners, on which the Executive Committee intends 
to make strong recommendations, is the adoption of uniform 
blanks to be used by the Insurance Companies in making their 
annual reports. It is also expected that a general rule will be 
adopted requiring the various companies to file a detailed gain 
and loss exhibit yearly. 

In these connections, as well as with a view to recommending 
a periodical audit of Insurance Companies by competent public 
accountants, Mr. A. Lowes Dickinson, Secretary of The Ameri- 
can Association of Public Accountants, and Hon. William Har- 
man Black, ex-commissioner of accounts for the City of New 
York, appeared in behalf of The American Association of Public 
Accountants before the Executive Committee at their session held 
on Tuesday, the 26th of June. 

After a few introductory remarks by Mr. Black, who stated 
briefly the representations which had been made on the subject by 
the Joint Committee of The American Association of Public Ac- 
countants and the New York State Society of Certified Public 
Accountants, to the Insurance Legislative Committee at Albany, 
and also before the Commission appointed by the State of Massa- 
chusetts to recodify its insurance laws, and other State bodies, 
Mr. Dickinson proceeded to explain the urgent necessity, in the 
interest of the policy-holders and the public, of remodeling the 
existing forms on the basis of thoroughly sound accounting prin- 
cipies, and also the desirability for regular periodical independ- 
ent audits by public accountants. 

Mr. Dickinson explained the respects in which the forms 
which had hitherto been in use were totally inadequate to a 
proper presentation of actual conditions, and really were re- 
sponsible for the failure of the State Department to gain knowl- 
edge of the depredations revealed by the recent investigation. 
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As Mr. Dickinson’s firm was one of those which had been 
engaged on the investigations of several of the big insurance 
companies, the Commissioners manifested considerable solici- 
tude as to the extent of the detail connected with the work 
undertaken. 

In explaining the lines on which the investigations had been 
conducted, it was pointed out where, in certain instances, a de- 
tailed examination had not been made covering the entire period 
under review, but that exhaustive tests extending over periods 
selected at random had been made to determine the presumptive 
accuracy of the whole work in question. This intimation led one 
of the Commissioners to inquire whether it was not possible for 
defalcations to have occurred during the periods which had not 
been subjected to detailed examination and consequently remain 
undiscovered. 

Mr. Dickinson admitted that such an occurrence was perhaps 
possible, though most improbable, and in any event the method 
adopted could not fail to detect any systematic continuous de- 
falcations, but an isolated case chancing to have occurred during 
the period not examined in detail might, of course, escape detec- 
tion ; nevertheless, such an independent audit would establish the 
fact whether or not the system of internal check was adequate 
and properly carried out. 

The matter of expense in connection with audits of the char- 
acter under discussion was also one in which the Commissioners 
evinced deep interest, and in response to their questions Mr. 
Dickinson specified the terms upon which his and other promi- 
nent firms usually undertook this class of work; but when re- 
quested point blank to mention the amount which had been paid 
to his firm by each of the Companies which had engaged them, 
he said he felt that, in view of the fact that the Commissioners 
possessed facilities for obtaining information of that nature for 
themselves, he could consistently exercise his privilege to ab- 
stain from making statements on personal and confidential mat- 
ters. Furthermore, assuming that the point of the inquiry was 
correctly understood, the question lacked relevancy, since the 
present instances afforded no criterion, seeing that they consti- 
tuted special audits, which can bear no comparison with annual 
audits. 

The Commissioners then sought to ascertain why, if periodi- 
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cal audits were necessary, and should be decided upon, they 
should not be undertaken by the State Departments at the ex- 
pense of the Companies audited. 

Mr. Dickinson enumerated various reasons why such a course 
would be infeasible and fail of success if attempted, several of 
which reasons obviously could not be the most complimentary to 
those from whom the suggestion emanated. 

The principal reasons advanced were :— 

I. The great moral effect resulting from an absolutely in- 
dependent audit by recognized public accountants would be lost. 

II. Neither policyholders nor the general public would accept 
a certificate of the State Department with any such degree of con- 
fidence as they do that of independent public accountants of high 
repute. 

III. The prospect of the State Department being any more 
free from political influences in the future than has been the ex- 
perience in the past, is very remote. 

IV. The State Departments are not in the position where 
they would necessarily suffer the sacrifice of a high professional 
reputation and standing as the penalty of carelessness, incompe- 
tency or dishonesty, as in the case of public accountants. 

V. Experience goes to show that State Department Chiefs, 
their deputies and assistants are not (nor are they supposed 
to be) trained auditors or skilled accountants, and consequently 
are not properly qualified to pass on the proficiency of the ac- 
countants which it would be necessary to engage. 

VI. The State Departments would have difficulty in obtain- 
ing, and could not maintain, an absolutely efficient staff organi- 
zation, which would be necessary to conduct such audits ex- 
peditiously and at a time to permit of the Companies publishing 
the accounts within a reasonable period after the close of the 
fiscal year. Moreover, leaving out the question of the difficulty of 
finding and retaining really first-class men, in point of intelli- 
gence, ability, experience and morals, and trained in the work 
they would have to undertake, the remuneration which the State 
could afford to pay, based on prevailing standards, would not 
offer inducements equivalent to what could be procured in pro- 
fessional channels. 

VII. The best efforts and results could not be obtained from 
men whose occupation confined them solely to handling in- 
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surance accounts. Both the Companies and the Departments 
would lose the benefits resulting from the wide, varied and 
valuable experience which, is acquired only by constant contact 
with the affairs of leading financial, industrial, commercial and 
municipal institutions. 

In discussing the subject of blanks, it was pointed out to the 
Commissioners that the present forms of accounts required to 
be rendered to the Insurance Department are very incomplete, 
unsuitable and misleading, and in the opinion of public account- 
ants, who have had an opportunity to study the subject carefully, 
should be radically changed so as to enable the facts to be con- 
cisely presented to the Department and the public in a proper 
and intelligent light. 

It transpires that a Committee on Blanks of the National 
Association of State Insurance Commissioners now has this sub- 
ject under consideration and will render their report at the annual 
convention of the association to be held in Washington, D. C., on 
October 2 next, and some decisive action will then be taken. 

The members of the Committee had already been placed in 
possession of proposed forms for Statements of Assets and 
Liabilities, Revenue and Expenditure Account, Reserves and 
Surplus Account, and supporting schedules, calculated to remedy 
the existing evils, which has been prepared by the American As- 
sociation of Public Accountants for submission to the Armstrong 
Committee, but which owing to the haste at that time with which 
they had to be prepared were not quite as complete as it is felt 
they should be, and the necessary changes and additions having 
now been effected, at the request of the Commissioners it was 
consented to have the revised forms printed and a sufficient num- 
ber of copies thereof furnished to the Commissioners to insure 
each member receiving one. 











Premiums and Discounts. 


I desire to express my high appreciation, which will be shared 
by all readers of Tue JourNAL, of Mr. George O. May’s most able 
and lucid article in the July number on the treatment of premiums 
and discounts on bonds. Not only are his principles sound, but 
their clear and logical presentation is a model for those discussing 
accountic problems. 
He exposes the unsoundness of many judicial opinions on the 
subject, wherein the judges have tried to take the ground that 
premium is something different from what Mr. May so appositely 
states it to be: “the capitalization of an increase of the rate of 
interest.” 
Judge (now Chief Judge) Edgar M. Cullen of this State is 
one of those whom Mr. May has not cited because he is one of the 
few lawyers and judges who apprehend the actuarial law govern- 
ing prices of securities. It is a great pity that Judge Cullen has 
not adjudicated a case involving discount as well as the one re- 
specting premiums. I believe his logical mind would have forced 
him to the conclusion that discounts as well as premiums were 
subject to the law of amortization, and that a discount was always 
“the capitalization of a reduction of the rate of interest.” 
Mr. May seems to me a little faint-hearted on the side of dis- 
counts, if I may be allowed to find a single fault in so admirable 
a whole. He concedes too much to the lax, unscientific point of 
view of the populace, and finds excuses, rather than reasons, for 
that position. Having laid down the perfectly sound view of 
both phases, above par and below par, he immediately recedes 
from this high ground, and makes a distinction in practice between 
discount and premium, which I think is unfounded and unsup- 
ported by facts. 
By the very mail which brought me the July JourNat, there 
came an offering of bonds, literally as follows: 
“$100,000 Chicago, Burlington and Quincy, Illinois Division, 
4% Bonds, due January 1, 1949; interest payable January 
and July, at 1014 and interest, to net about 3.95%. 

“$50,000 Chicago, Burlington and Quincy, Illinois Division, 
344% Bonds, due January 1, 1949; interest payable January 
and July, at 9154 and interest, to net about 3.91%.” 

Here are two lots of bonds identical except as to rate of inter- 
est ; issued on the same security under the same mortgage, which, 
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if foreclosed, would satisfy each in equal amount ; one is absolutely 
as certain of payment as the other. Yet Mr. May considers that a 
different rule of income may apply to each because there is greater 
certainty of the vanishing of the premium than of the accretion of 
the discount. In his own words: “The case of bonds bought at 
discount differs from that of bonds bought at a premium in that 
there is not the same certainty of the discount being eventually 
earned as of the premium being lost.” 

“Earned” and “lost” are not happy expressions here. The 
premium is not lost at maturity, but has gradually (on Mr. May’s 
own authority) been refunded to us; and the discount is not 
lost, but gradually withheld from us. 

If there should be a loss on either lot by default at maturity it 
would be loss of capital, not of income, and the distribution be- 
tween capital and income is precisely what we are considering. 

If we discount one note for $100 and take another note of the 
same amount “with interest,” are we not rather more, than less, 
secure from loss in the former case? The case of the bond at a 
discount is similar to that of a bill discounted with the exception of 
the (partial) collections of interest. 

Mr. May remarks that, probably, “Comparatively few bonds 
sell below par because the interest is lower than the normal rate 
for well-secured investments.” This is a very ill-chosen moment 
to assert this. Take the published quotations of railroad bonds 
(which is the largest class), and you will find that all the 334% 
bonds, even the best, are at a discount, while three years ago the 
same bonds were almost all at a premium. “The market value of 
bonds selling at a discount is seldom affected by the fact that they 
are nominally redeemable at par.” For “seldom” read “always.” 
Does Mr. May believe that Steel 5’s, when they sold at 83, would 
have sold at the same price had they been irredeemable? Is it not 
absolutely certain that the value must in every case be affected by 
the nominal rate, and by the time of redemption, no matter how 
great the effect of other causes? 

There is no line to be drawn between bonds above par and 
those below par which will enable us to judge them by different 
criteria. It is purely a question of how much each dollar actually 
invested will earn. Eighty may be a high price for one bond be- 
cause it is a 2 % and long to run; another bond may be very cheap 
at 120 because it bears 7% for the same time. The former may 
be even more certain of redemption than the latter, and we cannot 
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say arbitrarily that in the former case only 2% income is gained, 
while in the latter it is 7% less amortization. 

The time, the nominal rate and the price must all be combined 
whether above par or below; we cannot ignore any one of these. 
These taken together produce as a resultant the effective rate ; and 
the effective rate is affected by belief in security or insecurity of 
capital. 

“Usually the annual interest actually received constitutes a 
fair return to the life tenant and no real injustice is done him in 
not crediting any portion of the discount to him.” This might do 
for a lawyer, but is no argument for an accountant. Then if a 
client of Mr. May’s as trustee of two funds, should invest equal 
sums in C. B. & Q. bonds, that in trust for A in 4’s of 1949 and 
that in trust for B in 3%4’s of 1949, would he advise paying to the 
latter only 344% and not even crediting him with the 4 1-100? 
Would there be “no real injustice” in withholding over a tenth of 
B’s income, while A would get his full 3.95? 

The qualifications “usually” and “seldom” will not do in 
mathematics and accounts. Principles are principles, and devia- 
tions can only be excused by the minuteness of the deviation in a 
particular case. 

What is said about discounts being offered to attract pur- 
chasers is true, but it is only another version of higher interest. 
Psychologically, some purchasers are more attracted by the pre- 
sentation of a low price and others by a high nominal rate of 
interest; but the reasoning in both cases is the same: “In pro- 
portion to the amount put in, I get big returns; I can afford to 
risk loss.” It is true that all interest is partly insurance of risk; 
but insurance premiums are always payable out of income, never 
out of capital. 

Let us stand for correct accounting principles in legal matters 
and resist as far as possible the crude tendencies of the unmathe- 
matical lawyer, or even judge. He will listen to us after a while. 
Perhaps he may in time grasp the idea of compound interest, and 
admit that interest for four consecutive years ought to be more 
than four times the interest for one year; or he may even reach 
that further height which not even all accountants have attained, 
to admit that the interest for three months ought to be less than 
one-fourth of the interest for a year. 

Cuartes E. SpracuE, Pu.D., C. P. A. 

New York. 
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Massachusetts Commission on Insurance. 


The Commission to recodify the insurance laws for the State 
of Massachusetts and to report to the Governor in relation to new 
legislation upon insurance matters has made its report, which has 
been transmitted by the Governor to the Legislature and has been 
printed in pamphlet form with a good index. The whole report 
is an excellent example of the care and thoroughness given by 
Massachusetts commissions to investigations of this character. 
The Commission consists of Hon. John L. Bates, ex-Governor, 
Mr. William Whitman, one of the Directors of the Equitable Life 
and head of one of the largest dry goods commission houses in 
Boston, and Mr. Frederick H. Nash, a well known attorney and 
specialist on insurance legislation. 

A matter particularly interesting to accountants will be found 
in Part IV of the report from which quotations are given below. 
These recommendations were brought about through a hearing 
which was arranged at the request of Mr. William Whitman and 
attended by members of the New York Committee on Insurance 
of the American Association of Public Accountants, and by a 
Committee on Insurance of the Incorporated Public Accountants 
of Massachusetts. As a result of this hearing, in which great 
interest was taken by the Commissioners, the following para- 
graphs were included in the report :— 

22. ACCOUNTING AND AUDITING. 

(a) The recent investigations in New York have revealed, 
among other evils, two serious defects in the internal and external 
regulation of insurance companies; namely, an unscientific and 
inefficient system of internal accounting, bookkeeping and audit- 
ing, and a supeficial and inadequate examination of the compa- 
nies by the insurance department of that state. As a result, the 
officers of the companies have wasted funds by unauthorized, 
illegal and improper expenditures; misleading financial state- 
ments have been made to the insurance department, policy 
holders and the public; and the majority of directors and trus- 


tees have been kept in ignorance of many doubtful and 
irregular transactions. 


These evils, so clearly revealed in New York, should be 
guarded against in this Commonwealth. They are evils toward 
which the absolutism in modern corporate management is apt 
to tend. In the large corporations of to-day control is necessarily 
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vested in a few, and it has become very important that such 
control should be surrounded by proper checks and safeguards. 

It is impossible to secure individual honesty and fidelity to 
trust in the management of an institution through legislative 
enactment or any code of rules. But it is possible to provide 
a system of checks that will tend to expose each breach of duty, 
and enable the upright in management to oust or restrain the 
wrong-doer. Such a system of checks can be most efficiently 
secured by compelling the insurance companies of this State to 
submit to independent auditing by public accountants, so chosen 
as to command the confidence of the public. 

If it be suggested that this work of auditing should be made 
a part of the work of the insurance department in connection 
with its regular examination of insurance companies, it should 
be observed: first, that this auditing of accounts is beyond the 
scope of examinations heretofore made, or expected to be made, 
by insurance departments; second, that this work of auditing 
will not be constant throughout the year, and therefore is not 
of such a character as to be economically accomplished by the 
employment of auditors in the insurance department as regular 
salaried employees thereof; third, that better results are to be 
expected from the employment of different trained men from 
year to year. By the change of auditors, that which one overlooks 
another may discover; and good should result from the varying 
methods employed by different men in conducting the same 
examinations. 

(b) State Board of Accountancy. Uniform System of Ac- 
counting. Annual Independent Auditing.— We recommend, 
first, the passage of “ An Act to create a State Board of Account- 
ancy, and to regulate the business of certified public accountants ;” 
and, second, the passage of an act compelling insurance companies 
to adopt a uniform system of accounting, to be approved by the 
Insurance Commissioner, and to have all their books, accounts 
and reports audited by public accountants certified by the State 
Board of Accountancy. 

The wisdom of a law creating a State Board of Accountancy 
is evidenced by the passage of similar laws in many other 
States, as follows: in New York, in 1896; Pennsylvania, in 1899; 
Maryland, in 1900; Illinois, in 1903; Washington, in 1903; New 
Jersey, in 1904; Florida, in 1905; Michigan, in 1905; Rhode 
Island, in 1906. 

Such a law would have the desirable effect of creating a body 
of trained accountants, responsible to the State, and commanding 
the confidence of the public. Under the law each public account- 
ant would have to pass an examination as to his ability and 
training, before his competency could be certified by the members 
of the State Board of Accountancy. Under such a law, account- 
ing would become a profession. 


























Massachusetts Commissioners on Insurance. 


The passage of an act compelling insurance companies to 
adopt a uniform system of accounting, and to submit to independ- 
ent auditing by such certified public accountants, will tend to 
eliminate misleading statements and reports ; and the independent 
auditing will be a reliable check upon the transactions of the 
company and their individual officers. Under the law proposed, 
there should be quarterly auditing and quarterly reports sub- 
mitted by the certified accountants to the directors and trustees. 
The annual report to the Insurance Commissioner should also be 
certified by the accountants. Directors and trustees in the large 
corporations of to-day are too often kept in ignorance of the de- 
tails and results of management. Such a law will tend to prevent 
concealment, and will assist and protect directors and trustees, as 
well as the policy holders and the public. Absolutism—a con- 
centration of control in a few—is perhaps essential to the effi- 
ciency of modern institutions ; but too much stress cannot be laid 
upon the importance and necessity of providing safeguards 
against the evils of such absolutism and concentration of power. 
If the system proposed had been established in New York several 
years ago, many of the familiar evils of the past few years would 
have been averted. It would have been impossible, under such a 
system, for the officers of the greater companies to have concealed 
their transactions from the policy holders or the insurance de- 
partment. 

We know of no valid objection to such a law. Its principle 
has been adopted in a limited way in the corporation laws of 
this Commonwealth (Revised Laws, chapter 110, section 52). 
The wisdom of the independent auditing required by the law is 
shown by the fact that the more careful directors and managers 
of large corporations have resorted voluntarily to independent 
examinations by public accountants. They have done so in their 
own interest and for their own protection, as well as in the in- 
terest and for the protection of the stockholders, policy holders 
or creditors of the corporation. 

Lack of accountability, due to lack of proper checks and re- 
straints upon corporate officers and directors, has been the prin- 
cipal source of the familiar evils of to-day in corporate affairs. 
We believe that by the passage of the above laws these evils can 
be materially decreased, if not prevented altogether. 





Meeting of Societies. 
Annual Meeting of the American Association. 


For the convenience of members, and with a view to securing 
a good attendance at the annual meeting of the association to be 
held at Columbus, Ohio, in October next, the secretary has sent 
out a preliminary notice to all members announcing the date of 
the meeting as Tuesday, October 23, and the two following days. 
The date fixed in the by-laws is October 16, but owing to the 
fact that another large congress will be held in the week of 
October 16 it has been decided to formally adjourn the meet- 
ing to October 23. 

The committee on arrangements have under consideration an 
interesting programme, including, besides business meetings, 
papers and discussions on various subjects and social functions, 
and it is hoped that a large number of members will attend to 
help make the occasion a pleasant one. 





Annual Meeting of the Missouri Society. 


At the annual meeting of the Missouri Society of Public Ac- 
countants held last month, the following officers were elected: 
President, H. T. Westermann; first vice-president, Wm. K. 
Spinney ; second vice-president, Francis A. Wright, Kansas City ; 
secretary, David L. Grey; treasurer, R. W. Boisselier; auditor, 
J. Percival Smith; director, S. H. Rodway. A correspondent of 
THE JouRNAL writes as follows: 


We are already actively engaged on our C. P. A. bill, which 
is to be presented to the Legislature at its session next January. 
If our bill fails a second time, it will not be because it was intro- 
duced late, as was the case two years ago. It is now before the 
Bar Association of the state for indorsement, and we are confi- 
dent that strong influences will be on our side in the fight which 
is inevitable. We expect to be able to use to good advantage 
the recommendations of the “Commission to Recodify the In- 
surance Laws of the Commonwealth of Massachusetts,” regard- 
ing accounting and auditing. The distribution of such important 
documents in pamphlet form would, in our judgment, be of ma- 
terial aid to societies striving as ours is for state recognition. 
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Meetings of Societies. 


Chartered Accountants of Louisiana. 


The public accountants of New Orleans held a meeting in 
the offices of Rapier & Lloyd, Friday, July 13, 1906, for the 
purpose of permanent organization as a chartered body. 

There were in attendance nearly all the prominent public ac- 
countants of the city. After consideration and adoption of a 
charter, the following accountants were elected on the Board 
of Directors :—Emile Bienvenu, Robert C. Lloyd, Alex. A. Hart, 
M. S. Senton and Geo. A. Turner. 

The board then elected the following officers: Emile Bien- 
venu, President; Robert C. Lloyd, Vice-President; Alex. A. 
Hart, Secretary; and M. S. Senton, Treasurer. The board also 
named for Board of Examiners, as provided by the charter :— 
P. W. Sherwood, Prof. Albert L. Soulé and F. G. Romain. 

An application has been filed for a charter under the laws of 
the State of Louisiana, said charter giving authority for the 
establishing of a board of examiners and for the issuing of cer- 
tificates as “Chartered Accountant” to applicants meeting the re- 
quirements of the examining board. 

The objects and purposes of the corporation are to unite the 
expert accountants of Louisiana in an association for their mutual 
improvement, professionally and scientifically, by providing facili- 
ties for the encouragement and attainment of a higher standard 
of professional efficiency. 





New York Society of Accountants and Bookkeepers. 


At the meeting of this society held at the Fifth Avenue Hotel, 
New York, on Tuesday evening, June 26, Mr. George C. 
Oeters, vice-president of the society, took up some of the prob- 
lems in cost accounting as elucidated in the work entitled “Ac- 
counting in Theory and Practice” by George Lisle, F. C. A., and, 
by means of blackboard illustrations explained to the members 
present many of the differences existing between American and 
British methods of cost accounting. At the meeting held on 
Tuesday evening, July 10, Mr. H. C. Peters, of The Burroughs 
Adding Machine Company, delivered an address on “Modern 
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Machine Methods in Accounting.” Mr. Peters’ paper was most 
interesting, and his practical demonstration of the work done on 
the improved model of the machine which he exhibited was a 
revelation to the members of the many uses to which a machine 
of this character could be put. Illustrations of the practical work 
done on this machine by a number of leading firms were fur- 
nished each member present. Those who were unable to attend 
can obtain them from the Burroughs Company at Detroit, or 
from their New York office. 

Only one meeting. will be held in August, on the second 
Tuesday in the month. Notice of the address to be delivered 
will be sent to members by mail. 





New Jersey Association of Accountants and Bookkeepers. 


The last open meeting, for the season, of this society was 
held in the new Auditorium, Newark, N. J., on Wednesday 
evening, June 20. The lecturer of the evening was Mr. 
Thomas Conyngton, of the New York bar, and his address was 
on “Close Corporations.” The subject matter of his address ap- 
peared in the July issue of this JourNnaL. The meetings of this 
society during July and August will be confined to members 
only, and the first open meeting will be held in September next. 





Illinois C. P. A.’s Admitted. 


The following Chicago Accountants have recently been 
granted the degree of C. P. A. by the University of Illinois :— 
David J. Levi, Louis A. Keidel, H. E. Addenbrooke, R. O. 
Berger, Charles L. Brown, Herman J. Dirks. 





Problem in Real Estate Accounting. 


Mr. George C. Kaefer of Dayton, Ohio, sends in the following question 
with request for a solution: 

What method could you suggest for the intelligent handling of a real 
estate account where the item of Bills Receivable becomes a component 
part thereof? In illustration, I sell to Jones a property worth $3000.00 on 
the installment basis. Jones makes payments aggregating $1000.00, leav- 
ing a balance of $2000.00, for which amount he gives a note secured by 
mortgage. Instead of charging Bills Receivable $2000.00, I leave it in 
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Problem in Real Estate Accounting. 


the old account, to which are added from time to time various charges, such 
as interest, taxes, etc. Payments are to be applied on these assessments 
first and the remainder credited to note. I would like, if possible, to have 
my books exhibit the true condition, showing Bills Receivable, and at the 
same time having Jones’ Account represent the exact balance. Would 
the attached form be acceptable and in accordance with the principles of 
good book-keeping? If not, what additional entries are necessary in order 
to properly show Bills Receivable and continue keeping the Jones Account 


as heretofore? 
G. C. K. Dayton, Ono. 











sti Dr. Dr. Cr. Cr. + 4s 
Date Descriptive Bills Recd.} Account |] Account | Bills Recd. Descriptive | Date 
Aug. 1 |Property 3000.00 500.00 Cash Sept. 2 
500.00 Cash Oct. 2 
2000.00 Bills Recd. |Nov. 2 





3000.00]} 3000.00 








Nov. 2 /Bills Recd. 2000.00 2.00 13.00|\Cash Nov. 8 
Nov. 7 'Recording Mtge. 2.00 1.08 23.92) “ “T° 
ate = Deed 1.08 25.00} “* “az 
“ a2 {Interest 27.00 
“ 16 |Insurance 3-65 
“19 |Taxes 17.00 








47.65) 1938.08 Dec. I 





2000.00 50.73 50.73 2000.00 
































1938.08 47.65 








ANSWER. 


Mr. T. G. Mahlmann of New York submits the following in reply: 

I am of opinion that Jones’ account should be closed when note is ac- 
cepted (charging Bills Receivable account) and stand closed as far as 
the original transaction is concerned unless default be made on note, in 
which event it would be charged back to him and become an open account. 

The charges for interest, etc., while relating to the original transaction, 
really constitute a new account against Jones. The same application of 
moneys received may be made as in illustration, viz: to apply firstly toward 
liquidation of charges, balance toward note. All amounts applied toward 
payment of note should be indorsed thereon. 

pencil memorandum of balance due on note kept on open account 

page would answer every purpose. 

It would be wrong to have books show that Jones owes for any part of 
note unless it be past due, in which case it should be charged back to him 
as stated above. 
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Epitep By JoHN J. Suttivan, LL. B. 

KrirKwoop vs. SMitH (75 N. Y. Supp. 1016).—The plaintiff 
alleged that he was in partnership with the defendant, and de- 
manded that the defendant should enter into an accounting cover- 
ing partnership assets and liabilities. The Court which took this 
case up first ordered that an accounting be had, reserving for fu- 
ture decision the question as to whether or not a partnership 
existed. On appeal, this decision was reversed. The New York 
Supreme Court decided that the first thing to be ascertained was 
the nature of the relation between the parties. This decision calls 
attention to the fact that a proceeding to compel the defendant to 
account must be founded on a certain kind of relationship between 
the defendant and the plaintiff. The ordinary creditor does not 
sue his debtor for an accounting ; he demands a certain sum which 
he alleges is due and unpaid. If the debtor is finally forced into 
bankruptcy by the action of several creditors, then he may be com- 
pelled to make a full explanation as to what has been received by 
him, and show what has become of his assets. This is hardly an 
accounting in the meaning of the word as it is employed in cases 
like Kirkwood vs. Smith. The meaning as used in such cases, 
is that the defendant has put himself in the position of one who 
has taken charge of assets belonging wholly or partially to others, 
and must account for those assets as a fiduciary. 

When an executor, administrator, guardian, committee or 
other person holding a position similar to that of a trustee, fails 
to file an account, at the proper time, he may be compelled to do 
so, because it is his duty to exhibit a record of his transactions to 
the parties towards whom he occupies this confidential relation- 
ship. A partner who manages any portion of the firm assets 
stands in a similar position towards the remaining members of the 
firm. He is a confidential agent of the firm and should account 
for what he receives and disburses. The case of Kirkwood vs. 
Smith lays down the sensible doctrine that upon proceedings to 
compel an alleged partner to account, where the existence of a 
partnership is disputed, the determination of the question of part- 
nership should precede a decision by the Court that the alleged 
partner must account. Since the defendant denied that he stood 
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in such a relation towards the plaintiff as would obligate him to 
account, it was only proper to decide whether they were partners 
or not, before going into the matter of accounting at all. 


STEWART’S Estate (61 Atlantic 941).—John Stewart died, 
and his widow, Rachel, and Amos Wilkinson were appointed joint 
executors by his will. The executors filed an account in 1858, 
showing that $5,198 were in their hands. The interest upon the 
entire amount of the estate was to be paid to the widow, Rachel, 
during her lifetime, if she remained unmarried. The funds were 
to be secured by bond and mortgage on real estate. The principal 
of the estate was not to be disturbed until the death of the widow, 
which finally occurred in 1902. She had never married again. 
After the widow’s death, her administratrix, Ellen W. Hibbs, was 
called upon to account for the funds which then became payable 
out of John Stewart’s estate to those whose rights matured upon 
Rachel’s death. 

It is the law in many states that where an executor dies with- 
out having wound up the estate in his charge, the duty of settling 
the estate must be taken up by an administrator who is specially 
appointed to finish the work. The executor or administrator who 
takes charge of the effects of the deceased executor cannot carry 
on the business of winding up the estate of which the decedent 
had charge. The decedent’s executor or administrator must, how- 
ever, file an account of the decedent’s management of the first 
estate. The proceedings in John Stewart’s estate were instituted 
to compel Hibbs to file an account on behalf of Rachel Stewart of 
the management of her deceased husband’s estate, and to distrib- 
ute the balance of this estate among those interested under John 
Stewart’s will. The defense that Hibbs made was that the de- 
mand was altogether too stale to be recognized by the courts. 
Over forty years had elapsed since the executors had filed their 
account. Nevertheless the Orphans’ Court directed Hibbs to ac- 
count on behalf of Rachel Stewart to the beneficiaries under 
John Stewart’s will. These beneficiaries could not be accused of 
having delayed overlong in asserting their rights, because their 
rights did not mature until Rachel’s death. 

Where property is left for the use of one person during his 
life, and is to go absolutely upon his death to others, the remain- 
dermen have nothing to do with the property before the death of 
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the life tenant. It is true, they may prevent the estate from being 
destroyed by the life tenant, and have the right to see how it is 
being managed, but they may not demand the estate until the time 
set by the will finally arrives. If they have to wait for over forty 
years, it is not their fault, and when they make demand within a 
reasonable period after their rights finally accrue, they have done 
all that can reasonably be expected of them. It will be interest- 
ing to compare this case with the one next cited. 


WHEELER vs. BRESLIN (95 N. Y. Supp. 956).—An action was 
brought against a pledgee to make him account for the proceeds 
of the goods pledged. The goods had been sold at a private sale, 
and the action was to recover the difference between the sum 
obtained by the pledgee and the amount of the debt. The debt 
had been due for 15 years, and the Supreme Court declared that 
it was too late to begin proceedings. Under ordinary circum- 
stances a right to personal property or the proceeds thereof must 
be pursued within six years from the time when it arises. If 
there is no acknowledgment to keep it alive, the Statute of Limita- 
tions bars it after six years. An exception is made where the 
relation is not one of debtor and creditor, but rather one of trustee 
and cestui que trust. It is considered that a trustee is bound 
more tightly to the beneficiary for whom he holds, and the six 
year rule cannot be taken advantage of by him unless a demand 
has been made on him by the beneficiary, and he has for six years 
refused to pay the money which is claimed from him or to recog- 
nize any obligation to the alleged beneficiary. Under these cir- 
cumstances, the beneficiary’s negligence for six years in the face 
of the trustee’s disavowal of any obligation should bar an action. 
Where, however, the trustee has been allowed to retain possession 
of trust funds, and no demand has been made upon him for the 
delivery of them, he cannot set up the six year rule. There must, 
nevertheless, be some limit to the beneficiary’s right of action. 
It would be monstrous, for instance, to let him sleep on his rights 
for forty years, and bring a stale demand before the courts after 
the lapse of such a long time. The precise length of time, the 
passage of which will defeat the beneficiary’s rights, cannot be 
stated in any general rule. It varies with particular cases, for the 
merits of one case may appeal more strongly to the Court than 
any excuse for delay that may be offered in another case. In 
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some states a term of twenty years seems to be allowed, but the 
term may be cut down or increased under special circumstances. 
The New York case cited above seems to be quite just, since a 
delay of sixteen years was inexcusable, and no great hardship 
could be done to a man who had permitted that amount of time to 
pass without making any effort to assert his rights. 


Reap vs. MacKay (95 N. Y. Supp. 935).—Certain firm arti- 
cles provided that any retiring partner should relinquish all claims 
to the firm name. Nothing was said as to the disposition of the 
firm name upon the expiration of the term for which the partners 
agreed to remain in business together. When the firm was dis- 
solved at the expiration of this term, one of the partners wanted 
the firm name sold as a business asset, and the proceeds brought 
into the partnership account. The Court decided that this need 
not be done. In certain instances the firm name may be consid- 
ered part of the good will of the business, but it is not always so. 
In concerns which depend upon the personal ability and character 
of the partners, it would be wrong to sell the name of the firm as 
a chattel when the partnership is dissolved. Of course, the part- 
ners may by their agreement make it a chattel even in the case 
of professional or banking or brokerage partnerships, but the 
courts will incline towards holding in such cases, in the absence of 
a specific agreement, that the name is not a salable asset. 

It is easy to understand that when a firm breaks up, some of 
the members may not care to have the name hawked about as if 
it were an article of merchandise. There is a vast distinction be- 
tween the firm name of a legal partnership and that of a concern 
which sells a line of patented articles, and which has widely adver- 
tised these articles under the firm name. In the second case the 
firm name is almost like a trade mark, and has become bound up 
with the good will of the partnership. In the first case the firm 
name is merely a convenient appellation by which the firm of 
lawyers is known, and it should not be deemed a trade asset. 
The courts are wisely cautious about letting a firm name be sold 
as an asset, because of the serious responsibility which is fastened 
on the former members of the dissolved firm in case those who 
trusted them in the past do not know of the dissolution, and are 
induced to trust the new concern which uses the old name in the 
belief that the old parties are back of it. In such a case the mem- 
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bers of the old firm are personally liable in the event of the new 
concern’s failure, since they have been negligent in failing to 
notify their old customers of the change. In some states the firm 
name is considered as attached to the place of business where the 
firm conducted its affairs. Accordingly, if one partner obtains 
a renewal of the firm’s lease of the premises where it conducted 
business, and this renewal is obtained without consulting the other 
partners, the one who gets it is bound to account to the others for 
its value, taking into consideration the likelihood that the old 
firm customers will flock to the same stand. As the partner who 
obtained the renewal of the lease will get the benefit of the good 
will in this respect, he should, under the circumstances, account 
for the value of it to the others. 


Lewis vs. ENGLAND (82 Pac. 869).—An illiterate saloon- 
keeper used to have his employees enter daily transactions in the 
course of his business on slips of paper which were dated and 
filed. At various times other employees would transfer these en- 
tries to a sort of ledger account. In a suit these slips of paper 
were offered in evidence as books of original entry. It was ob- 
jected that they were not admissible as such, because they were 
not in the ordinary form of books of original entry. The Wyo- 
ming Supreme Court decided that it was proper to admit them, 
for they answered the purpose of such books. It would not do to 
lay down an inflexible rule as to what are books of original entry, 
since methods of bookkeeping vary widely. One rule, however, 
seems to be steadfastly upheld throughout the country, namely, 
that ledgers are not admissible. By a ledger is meant a secondary 
book of record. In the ordinary mercantile business, the sales 
books are the books of original entry. When their contents are 
summarized and transferred to a ledger, the ledger becomes a 
general record, but it is not good evidence in favor of the man 
who keeps it. The sales book, on the contrary, may be offered in 
evidence by the concern which keeps it, for it is superior to the 
ledger in two respects. First, it is fresher than the ledger, and 
more nearly contemporaneous with the facts it records. Second, 
it contains a more itemized and detailed record of the sale of goods 
or furnishing of materials than the ledger, and is practically a 
first-hand transcription of the transaction which it sets 
forth. In other words, it is practically the first direct impression 
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of the matters to which it relates, and may be compared to a press 
copy of a letter. The ledger, on the contrary, is a second-hand, 
reduced impression of certain other business records, and it may 
be compared to a casual memorandum of some of the contents of 
a letter. 


UsHER vs. RayMonpD SkaTE Co. (153 Mass.)—A corporation 
was sued on an accommodation indorsement, and its defense was 
that the holder knew that the indorsement had been made without 
consideration. It was held that the corporation would not be 
liable, even though the indorsement had been authorized by 
the directors and a majority of the stockholders. This decision 
is one of a countless host, where the parties to a contract have 
gone ahead without regarding the chartered powers of a corpora- 
tion. A corporation is created for certain purposes, and should 
not attempt to exercise powers which are neither expressly 
granted to it by its charter and the state laws under which 
it is incorporated, nor fairly to be implied as incidental 
to the powers expressly granted. It is true that in many 
cases corporation contracts made in excess of the powers 
of the corporation have been sustained, where the ‘con- 
tracts have been partially executed, and where it would work 
hardship to set them aside. In the case of municipal corporations, 
even a partially executed contract which has been made outside 
the scope of the powers of a municipality will be declared void. 
The case named above shows that even though the corporation is 
a private corporation, and though the contract has been partially 
executed, the courts will not always enforce it. This is particu- 
larly true of suretyship contracts, and contracts of accommodation 
indorsement, because it is altogether apart from the business of 
the ordinary corporation to undertake to guarantee the obligations 
of other concerns. 


REINOEHL’s Estate (61 Atlantic 943).—Where a man dies 
intestate, leaving a number of children, it is important to inquire 
in many states whether or not the decedent advanced to any of 
the children a part or all of their shares of his estate during his 
own lifetime. When a father has set up one of his sons in busi- 
ness, and dies without saying how his estate is to be distributed, it 
is fair to conclude that he wished his children to share equally. 
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Under these circumstances, the one who has been favored during 
his lifetime by an advancement must deduct from his distributive 
share of his father’s estate the money which he received from his 
father when he started in business. Ifthe amount so received dur- 
ing the father’s lifetime is greater than the share of the son would 
come to, the favored son is not compelled to refund the difference 
to the estate. An advancement is not a debt, and is only to be 
debited against the son in making distribution of the father’s 
estate, where the latter has died intestate. Sometimes a father 
will give his son money, without intending that it shall be taken 
by way of advancement, but a very large sum handed over to the 
son for the purpose of establishing him in business will usually 
be treated as an advancement, if it is not regarded as a debt. 
The question as to whether the son receives a pure gift, or gets an 
advancement, or, worst of all, is obligated with a debt, is some- 
times a difficult one to decide. The case above named states that 
the solution of the question is to be gathered from considering 
what the father’s intention probably was, as studied in the light 
of the circumstances surrounding the transaction. 





A Problem in Executor’s Accounts. 


The following solution of a problem in executor’s accounts, 
published in the March JouRNAL oF ACCOUNTANCY, was prepared 
by the late Professor Joseph Hardcastle of New York University 
only a few days before his death. The problem, to which a reader 
requests a solution, is as follows: 


1. The Parker Construction Company is unable to meet its obliga- 
tions and is forced into liquidation. At the time the receiver takes charge 
of its affairs the following trial balance is prepared from the company’s 
books : 

Cash 

Land and buildings 

Mortgage on land and buildings $8,000 
Plant and equipment 

Creditors 59,400 
Completed contract accounts (losses) 

Capital 50,000 
Uncompleted contract accounts (outlay) 

Securities acquired in settlements 

Debtors’ accounts for completed contracts 

Expenses 

Inventory of materials 

Profit and loss (deficiency) 





$117,400 $117,400 
The sureties on the unfinished contracts estimate that a further outlay 
of $20,000 will be required to complete the work and realize the contract 
rice of $40,000, and their offer to take over the materials on hand for 
1,500, as part of said cost, is accepted by the receiver. Of the securities 
acquired $5,000 is pledged to secure $11,000 due creditors, and $10,000 is 
pledged to secure $9,000 due creditors. The company owes for taxes 
on real estate $100 and for salaries and wages of employees $1,200, which 
sums do not appear on the books. The company has discounted customers’ 
notes for $3,000, of which subsequent advices indicate that $1,000 will be 
dishonored, and a debtor owing $1,500 on unsecured account has failed 
and disappeared. It is estimated that the amount realized on land and 
buildings will be sufficient to satisfy the mortgage only, and that plant and 
equipment will realize only 6% of the book value. 
Prepare a statement of affairs and deficiency account. 


PARKER CONSTRUCTION CO. 


STATEMENT OF AFFAIRS. 


Total Expected 
Liabilities to Rank 
$39,400.00 Creditors unsecured $39,400.00 

11,000.00 partly secured 

Securities at estimated value 5,000.00 6,000.00 


9,000.00 fully secured .. 9,000.00 
Securities at estimated value 10,000.00 


Surplus to contra 
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8,000.00 ong ee secured by Land and 
ph oaiinie bwelueedee< 8,000.00 
Land and Buildings expected 
OD GUNES cc sncdsacasoscs 8,000.00 
3,000.00 Customers’ notes discounted.......... 1,000.00 
20,000.00 Sureties on uncompleted contracts for 
. Cash to be advanced to complete..... 20,000.00 
Less stock of materials on hand taken 
QUOT Wha eccccccccdsvepascdasceesencas 1,500.00 
Fully secured by “Contract Price ”— 
Beene GRID i co decdcc csécckasees 18,500.00 
1,300.00 Preferential Creditors: 
ages and Salaries ........ 1,200.00 
WE 60 gatdatens pavnnthcsns 100.00 
Dniester GH ions ndk cd dadssacninns 1,300.00 
$91,700.00 $46,400.00 
Nominal Expected 
Assets to Produce 
eee Cid op Bn. on ksddidsccccadncdisxes $500.00 
10,000.00 Land and Buildings, deducted contra.. $8,000.00 
6,000.00 Sundry Debtors: Good 4,500.00 
Bad 1,500.00 
15,000.00 Securities in hands of creditors: 
Partly secured 5,000.00 
Fully secured 10,000.00 
Surplus from securities............... 1,000.00 
2,000.00 Materials on hand, turned over to Sure- 
St UE vo aba bake ds hati nnnes ened on 500.00 
20,000.00 Plant and Equipment 6%............. 1,200.00 
30,000.00 Cost of emsaeen Contracts. Con- 
Gt Week ...« <ccdehatebatncbcacass«es 40,000.00 
Less Cash required | to complete....... 18,500.00 21,500.00 
$28,700.00 
Deduct Preferential Creditors........ 1,300.00 
; $27,400.00 
I ® hv dda deste ncietscecdbus 1,900.00 
$83,500.00 $46,400.00 
SOLUTION. 
PERSONAL PROPERTY. 
I, John Doe, Executor of the Estate of John 
Smith, dec’d, charge myself with 
Amount of inventory appraised 1st Jan. 1900 $1,450,000.00 
Seubewent Tb MOPUINEED wc ascscocesaccces 140,000.00 
Income from 1,000 shares of Clanor Co. ac- 
crued prior to decedent’s death........ 100,000.00 
1,690,000.00 
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I credit myself with 

















Amount of decedent’s debts paid......... 300,000.00 
Commission 3% on ..1,690,000.00......... 50,700.00 350,700.00 
Residue of Personal property 1,339,300.00 
Consisting of: 
—  ERDRER EP ey ene ee ees 574,300.00 
500 shares of U. S. Steel Pref........ 450,000.00 
1000 shares of Clanor Co............. 200,000.00 
Unconverted Assets of Partnership.... 115,000.00 
1,339,300.00 
INCOME. 
I likewise charge myself with 
Income rec’d, no part of which was derived 
OE, SD oo cee iinsicc ccctceun 92,500.00 
I credit myself with 
Expense in connection with said income... 9,997.50 
Commission 5% on $92,500............... 4,627.50 14,625.00 
Residue of Income 77,925.00 
Under the decree of the Judge I deduct from 
the residue of Personal Property $40,000, as 
containing value of Real Estate and trans- 
fer the same to account of Real Estate. 
Residue of Personal Property......... 1,339,300.00 
Ry Boe ee a Pee oe eer ere etre 40,000.00 
Residue 1,299,300.00 
I credit myself with 
Loss on unconverted assets............... 10,000.00 
OE OE GAB 6. ios dc cntsscnncecee 50,000.00 
ee Me Sek irkceheieasaeloessnane 542,150.00 
Paid Accountant as trustee............... 592,150.00 1,194,300.00 
Residue of Personal Property 105,000.00 
INCOME. 
I charge myself with 
Oe DD... cease ccdsodiensee 77,925.00 
I credit myself with 
Se SP SEI, nccccveddbecsebabescese 38,962.50 
¥% paid to Accountant as trustee....... 38,962.50 77,925.00 
REAL ESTATE. 
I charge myself with 
Interest on Real Estate as by decree....... 40,000.00 
I credit myself with 
Assignment of interest of widow in Real 
I Oe TU, oo a case kauismewekselee 20,000.00 
Also with assignment to Accountant of in- 
terest of annuitants in Real Estate to 
Accountant trustee ........cccccccees 20,000.00 40,000.00 
SECOND ACCOUNTING. 
PERSONAL PROPERTY. 
I charge myself with the following personal 
property : 
nconverted Assets as per last accounting 105,000.00 
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Amount due widow...........ccccesceees 50,000.00 
¥% Amount collected on amounts considered 
worthless of partnership ............. 7,500.00 
¥% undervaluation of assets of partnership 100,000.00 
262,500.00 
I credit myself with 
Amount due widow from previous account- 
GE wu ccdesdtebcvedssvebsaseshedacctas 50,000.00 
Unconverted Assets of partnership....... 50,000.00 
¥% losses on accounts receivable considered 
hte ndonmibiauias ekexbessiecoce 25,000.00 
% expenses in liquidation............... 1,500.00 
Profit for Real Estate carried to Real 
BOUGNS GOTT oo code cseccdbacesascéacdac - 10,000.00 136,500.00 
Residue of Personal Property 126,000.00 
(% of which or $63,000 goes to widow and 
% to Accountant as trustee $63,000) 
Amount going to widow—due her from last 
SERED 0.000 ocatwdlietendaedntdbaces 50,000.00 
Amount going to widow on this accounting 63,000.00 
113,000.00 
Amount going to Accountant as trustee... © 63,000.00 
Transferred to Real Estate account...... 10,000.00 
Unconverted Assets .........scecccccsees 50,000.00 
INCOME ACCOUNT. 
I charge myself with 
¥% Interest received from partnership.... 2,250.00 
I charge myself with 
Widow’s share of interest received paid... 1,125.00 
Accountant’s share of interest received paid 1,125.00 2,250.00 
REAL ESTATE. 
I charge myself with 
Interest on Real Estate received by me.... 10,000.00 
I credit myself with 
Assignment of Interest of widow in Real 
Estate, during her life...........+.... 5,000.00 
Assignment of interest of Accountant as 
trustee in Real Estate............... 5,000.00 10,000.00 
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New York C. P. A. Examination Questions. 


Following are the four papers set by the New York State Examiners 
in June, 1906, for candidates for the certificate of Certified Public Ac- 
countant. 


THEORY OF ACCOUNTS. 


Answer 10 questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write an- 
swers only designating by number as in question paper. Check (Vv) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 10 credits. Papers entitled to 75 or more credits 
will be accepted. June 19, 1906—9.15 a. m. to 12.15 p. m., only. 

1 How should money received on account of stock subscriptions and 
forfeited by nonpayment of instalments as they mature, be treated on the 
books of the corporation? 

2 A is indebted to B on open account to the limit of his credit. He 
needs further accommodation to the extent of $2,500 and gives as security 
a draft at three months on C for $5,000, which is $1,000 more than he 
owes. To adjust this difference C draws at four months on A for $1,000. 
Assuming that the drafts are accepted by the respective parties, state 
what should be the proper entries on the books of A. Show books of 
original entry and ledger. 

3 State as concisely as possible a proper system of factory cost 
accounts. 

4 Mention the methods of bookkeeping in general use. What books 
are ordinarily kept in each case? How is the profit or loss ascertained 
by the different systems? 

5 Explain the difference between a trading account and a profit and 
loss account. 

6 Devise a system of accounts for an executor. What accounts 
should he necessarily keep? 

7 To what uses should a journal be put? 

8 Distinguish between Revenue & Expenditure Account and Receipts 
& Disbursements Account. State fully the difference. 

9 You are asked to test the correctness of a set of books kept by 
single entry by applying the double entry system to the entries made. 
What would you do, without writing a new set of books? Take as a 
basis the following ledger accounts: 


Dr. Joun Doe Cr. 
1905 1905 
TO OR nw ccceess Sree Pe So Ce se iS $600 
PR OE Sov cn cccsbees 500 oY: , SNE a'iova: Weaoacon os I2 
rt ne Sco salp ess 400 
Dr. RICHARD ROE Cr. 
1905 1905 
Jan. 25 Freight charges..... $200 Jan. 20 Mdse. ............. $2,000 
Feb. 2 Acceptance ........ 1,500 
“ —Mdse returned...... 300 


10 List the principal books of account of a mercantile concern with 
which you are acquainted and describe briefly the use of each. 
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11 Describe a system of accounts suitable for a firm of contractors 
that does work on contract for a fixed sum and also on cost and per- 
centage. 

12 A grain dealer charges his customers 15 cts. apiece for sacks that 
cost him 1o cts. He agrees to receive back any sacks returned in 
good condition at 12 cts. each, calculating that they would be worth 
(7% Rasy each. How should these transactions be treated on the dealer’s 


13 Distinguish between sinking fund and depreciation fund. Show 
the reason for the creation of each fund and state how each is placed on 
the books of a company. 

A and B are friends. A needs funds. B knows C, who may be in- 
duced to accommodate A under certain conditions. For an introduction 
by B to C, A pays $100. C discounts for A a note for $10,000 due in 
6 months and turns over to him $9,000. Frame journal entries covering 
these transactions. Show how these transactions should appear in a 
cashbook. 

15 A railway company sells on October 1, 1900, an issue of 5% 20 
year bonds dated September 1, 1900, at 110 cts. flat. How should the 
premium received be treated on the books of the company? 


PRACTICAL ACCOUNTING. 


Answer questions 1 and 2 and two of the others but no more. Answers 
in excess of the number required will not be considered. Do not repeat 
questions but write answers only, designating by number as in question 
paper. Check (7/) the number of each one of the questions you have an- 
swered. Each complete answer will receive 25 credits. Papers entitled 
to Rg or more credits will be accepted. June 19, 1906—1.15 to 5.15 p. m. 
only. 


1 A owns a business that he wishes to enlarge and arranges with B 
to turn it into a corporation. It is mutually agreed that all customers’ 
accounts shall be kept out of the deal but the new company is to under- 
take to collect them for A. A’s indebtedness is to be paid out of this 
collection, or, if it prove insufficient, A must make good the deficiency. 
For the purpose of this sale the merchandise on hand is valued at $25,000, 
the store building at $15,000 and the goodwill at $5,000. A is to receive 
in settlement cash $5,000 and the capital stock for the remainder. 
B is to invest a sum equal to that of A. The statement of A at the date 
of transfer shows: 


ASSETS LIABILITIES 
EN oo siekscndaos $12,000 Accounts payable ........ $5,000 
Merchandise ............. SEED 6cavescaunacccens 45,000 
Accounts receivable ...... ,000 ——_——_— 
SE: Sadcanens debbacnctes 2,000 $50,000 
$50,000 


At the end of 6 months an accounting is had between the corporation 
and A. Of the outstanding accounts $4,500 has been collected and applied 
toward liquidating the indebtedness. It is then agreed that the company 
shall take over the remaining uncollected accounts and assume the re- 
maining liability on account of creditors of A. 

Close the books of A in accordance with agreement of sale and sub- 
sequent arrangement. Open the books of the corporation. Show the 
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entries in the books of the company as to its transactions for account of 
A at the time of forming the corporation. 


2 The following is the trial balance of the Arlington Manufacturing 
Company at the close of business December 31, 1904, the end of the 
second fiscal year of the company’s operations: 


$25,324 
100,000 
200,000 

Machinery 300,000 

Tools and implements 40,430 

Horses, wagons and harness 30,000 

Office furniture 5,201 

Bills receivable 25,812 

Accounts receivable 163,374 

Investments 

Salesmen’s accounts, advances on salaries 

te exp. $15,000—less 2% 

Goodwill 

Bills payable 

Accounts payable 

Special accounts—officers & clerks 

Reserve for bad debts—less accounts written off.. 

I - “ depreciation—buildings 244% 

machinery 6% 

horses, wagons, etc. 10% 

Capital stock 10,000 shares @ $100 

Sales less returns and allowances 

Rent of part of business premises 

Inventory Dec. 31, 1903 

Purchases including furniture & cartage 

Labor—factory payrolls 

Salaries of officers, clerical force 

Salaries of salesmen 

Advertising 

Taxes 

Insurance 

Interest & Discount 

Expenses, stable, office, legal & unclassified 

Maintenance—repairs, buildings, machinery, horses 

& wagons 
Profit & loss 1903 surplus 60,070 


$2,483,156 


“ 


“cc “ “ 





NOTE: 

Inventory Dec. 31, 1904 
Factory pay rolls accrued but not paid 
Unexpired insurance 


From the foregoing trial balance and notations, prepare a Trading Ac- 
count and a Profit & Loss Account, writing off 2% of organization expense. 
After stating the net profits for the current year, make the same reserves 
for depreciation as were made at the end of the first or preceding year. 
Show as a final. balance at credit of Profit & Loss the surplus available 
for dividends. Also prepare a balance sheet as at December 31, 1904. 

3 and 4. C, D and E are partners sharing profits in accordance with 
capital investments. At the end of the fiscal year, after all nominal ac- 
counts are closed, the books show the following: 
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Inventory of merchandise 
Bills receivable 

Book accounts reeivable 
C drawings 

D “ 


“ 


E 
Bills payable 


“cc 





$229,403 $220,403 


The partners thereupon incorporate a company with an authorized capi- 
tal of $250,000. The company so formed purchase the partnership assets 
and goodwill, not including the cash, for $250,000, payable $200,000 in 
stock and $50,000 in cash, the last-mentioned cash being the proceeds of 
sale of stock to F. 

It is the intention to divide the purchase money stock among the ven- 
dors in proportion to their former capital and to adjust their accounts by 
the division of the cash shown in trial balance, which will then be placed 
to their credit as loans to the company at 6% interest and remain as work- 
ing capital. The bills payable are to be settled by the partners. As the 
drawings of the partners are not in proportion to their respective shares 
in the profits, the partners are charged with the interest thereon in the 
following amounts, viz.: C $231, D $165 and E $132. 

Frame the necessary entries to close the partnership books and show 
the amount of cash received by each partner. 

Referring to question 1, frame the necessary entries to open the books 
of the company and prepare a balance sheet showing the condition of 
the company at the beginning of its operation. 

5 December 1, 1905, a New York merchant ships goods of the value 
of $5,000 on consignment to a commission merchant at Rio de Janeiro, 
insuring them in the Atlantic Mutual against loss or damage in transit 
and prepaying freight and insurance amounting to $250. On arrival the 
goods are found to be in a partially damaged condition and the loss is 
adjusted at $1,000, the certificate for which the consignee transmits to 
the consignor together with an account sales for $3,000 dated March 1, 
1906, and a final account sales for $2,000 dated April 1, 1906. A draft on 
New York for $4,300 accompanied this final account, being the balance 
due after deducting duty paid and commission earned. 

Give expression to these transactions on the books of the consignor. 

6 Blackman & Co. of New York agree with Whittaker & Co. to 
ship on joint account a car load of goods on consignment to Seattle. The 
invoice price of the goods is $4,000 less 5%. Blackman & Co. pay the 
hauling, insurance and freight charges amounting to $200 and give to 
Whittaker & Co., March 1, 1905, a sight draft on the consignees for 
$2,000 as part payment for the goods. On May 1, 1905, Blackman & Co. 
receive an account sales from the consignees and their check for $6,000 
as the net proceeds of the consignment. They then pay Whittaker & Co. 
the balance due them. Interest is calculated at 6%. 

Prepare joint consignment account and the account to be rendered 
by Blackman & Co. to Whittaker & Co. 
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COMMERCIAL LAW. 


Answer 10 questions but no more. Answers in excess of the num- 
ber required will not be considered. Do not repeat questions but write 
answers only, designating by number as in question paper. Check (¥V) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 10 credits, Papers entitled to 75 or more credits 
will be accepted. June 20, 1906—1.15 to 4.15 p. m. only. 

1 What is an executory contract? What is an executed contract? 
_ a contract be executed on one side and executory on the other? Ex- 
plain. 

2 Isa note or a check invalidated if (1) dated on a legal holiday, (2) 
dated on Sunday? Explain fully. 

3 Define agency. hat classes of agents are there? How should 
authority be conferred on an agent? Has an agent power to delegate his 
authority ? 

4 How may agency, duly created, terminate? 

5 What redress has a principal in case his agent pledges (1) the 
goods of the principal, (2) negotiable paper of the principal? 

6 What is a warranty? What is the rule as to damages for breach 
of warranty? | 

7 When does a deed conveying realty take effect? What is the legal 
presumption in the case? What is meant by placing a deed in escrow? 

8 What are the elements that constitute a warranty deed? 

g What is a fixture, in the legal acceptation of the term, in each of 
the following cases: (1) as between buyer and seller, (2) as between 
landlord and tenant? 

10 What is an accommodation note and what are the rights and the 
obligations of parties thereto? 

What formalities attend the entering into a contract on the part of a 
corporation? How does a corporation execute a contract? 

12 What is the rule for calculating interest on a note on which par- 
tial payments have been made from time to time? 

13. What is the statute of limitations and on what policy is it founded? 
When would the statute begin to run against the holder of a demand note 
and why? How long would it run? What would be the effect of a par- 
tial payment on the note at any time during the running of the statute? 

14 What is meant by stoppage in transit? Explain the proceedings 
necessary for such stoppage and the circumstances under which they may 
be exercised. 

15 What is meant by arbitration and award? Give the general rules 
governing the proceedings. Under what circumstances is the remedy 
usually resorted to? 


AUDITING. 


Answer 10 questions but no more. Answers in excess of the number 
required will not be considered. Do not repeat questions but write an- 
swers only, designating by number as in question paper. Check (V¥) 
the number of each one of the questions you have answered. Each com- 
plete answer will receive 10 credits. Papers entitled to 75 or more credits 
will be accepted. June 20, 1906.—9.15 a. m. to 12.15 p. m., only. 


1 In making an audit of the accounts of a corporation for the first 
year of its existence what method of procedure would you pursue and 
what records would you want to examine in addition to the books of 
account ? 

2 A mercantile concern carries among its assets a number of accept- 
ances, some of which are past due. How should an auditor proceed 
to ascertain the correctness of the account? 
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3 An employee holding the dual position of cashier and bookkeeper 
is suspected of dishonesty. Some one has established the saenaaun to 
tween his cashbook and bank pass book. What should an auditor do if 
subsequently called in to ascertain the facts? 

4 In going over the affairs of a banking institution with branches, 
state how the following items should be verified: (1) cash at home of- 
fice and branches, (2) loans secured and unsecured, (3) securities owned. 
What, if anything, should be done concerning individual deposits accounts? 

5 A construction company has at the close of its fiscal period a num- 
ber of uncompleted contracts in various stages of progress. How should 
they be carried into the balance sheet? Mention two other ways in which 
they might appear in the balance sheet. 

6 A company is organized with a capital of $50,000. The stock is is- 
sued for a “ going concern” whose accounts showed it to have a net worth 
of $45,000. Nothing was said about goodwill when the contracts were 
made between the owners and the new company. How would you treat 
the $5,000 difference? 

7 Would you regard checks, drawn payable to order and cashed by 
the bank, as sufficient vouchers for the payments of a mercantile concern? 
Give a reason for your answer. 

8 Is an auditor justified in certifying to a balance sheet in case the 
books of account are not in balance? Give reasons. 

9 In the books of an insurance company are found numerous entries 
relating to the purchase and sale of stocks and bonds. What proof should 
the auditor require as to the correctness of these accounts? 

10 What is a bank pass book? How far should one rely on the entries 
contained therein? 

11 Give in substance the rules lately laid down by the State Banki 
Department regarding accrued interest as related to statements filed wi 
the department by banks. 

12 In auditing the accounts of a fiduciary, chargeable with income 
arising from rents, interest, securities and cash in bank, how should the 
—, satisfy himself that a full return was shown by the books sub- 
mitted: 

13 The statement submitted by the treasurer of a corporation shows 
receipts of money greatly in excess of disbursements, leaving a balance 
in hand of more than enough to pay to stockholders a dividend of 6%. 
The directors declare such dividend pursuant to the statement submitted 
without asking for any other or further information. Was the act of the 
directors a prudent one under the circumstances? Give reasons for your 
answer. 

14 Describe your mode of procedure in connection with some audit on 
which you have been engaged. Relate the nature of the business, answer- 
ing in sufficient detail to enable the examiners to form an opinion regard- 
ing your knowledge. 

15 How would you proceed to ascertain the net sales, purchases, ex- 
penses and net profits of a business for a given period when the ledgers, 
sales books, purchase books and supporting documents have been destroyed 
by fire, and the only records available are the cashbook, bank pass book 
and book of monthly balances, the latter containing all the ledger balances 
and annual balance sheets? [It is to be understood that no unusual trans- 
actions had taken place. ] 





